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PRICE COMPETITION IN THE LIFE INSURANCE 
BUSINESS 


Aurrep N. GuERTIN 


American Life Convention 


~ It has been said on many occasions that 
there is probably no more competitive 
business in the United States than the life 
insurance business. At the same time, it 
has also been said that there is probably 
no business in which there is as much ex- 
change of information among units aad 
as much friendly cooperation between 
competitors as in the life insurance busi- 
ness. There are few, if any trade secrets. 
The forms of policies are available for in- 
spection by anyone. Premium rates are 
broadly published. Through annual state- 
ments and other public documents, a 
company is in a position to learn more 
about the financial affairs of its competi- 
tors than in almost any other business. 

The competitive picture is highlighted 
by intense rivalry in the field of the 
agency forces of the respective compan- 
ies, the development by home offices of 
modern merchandising techniques, the 
planning of products which will be attrac- 
tive to the public, and the pricing of the 
product at levels which will result in 
volume sales. 

And yet this business is a friendly one. 
Regardless of the form of organization 
used, companies compete and yet live to- 
gether in harmony and understanding. In 
no business will this be found to be more 
true. In no business is there a greater 
understanding of common problems. 

The founding of the Actuarial Society 
of America in 1889 inaugurated a new 
era of understanding. It is hard to realize 
today that even the ratio of actual to ex- 


pected mortality in a given company was 
once a trade secret. The barriers to the 
exchange of information were broken 
down by this group. Afterward came 
those great cooperative organizations, the 
life insurance trade associations which 
were founded in 1905 and 1906. After 
them came organizations with depart- 
mental affiliations and the specialized sec- 
tions of the American Life Convention, 
all dedicated to the exchange of informa- 
tion among people engaged in the same 
business for the betterment of all and the 
advancement of the public interest. 

This cooperative picture has not 
changed the competitive picture one whit. 
Competition is as fierce as ever. But it is 
probably a more intelligent competition 
than would otherwise exist. It has many 
phases. There is competition for business 
and for agents. There is even competition 
for the services of actuaries, maligned as 
they may be and renowned for their will- 
ingness to say “no,” a word that has un- 
doubtedly helped to make life insurance 
the great institution that it is. We have 
competition for executives in the insur- 
ance field. We compete in the way of 
service to policyholders. We compete in 
the general liberality of our policy forms. 
In the interest of competition we have 
devised methods to simplify and make 
convenient the payment of premiums. In 
all these areas, there is not one that has 
caused more discussion and that is gener- 
ating more heat than premium rates and 
net costs. 
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Competitive Devices 

How does a life insurance company 
engage in price competition? Does it take 
a standard policy form which is similar 
to that issued by other companies and 
charge a premium rate just slightly below 
that charged by its chief competitor? 
Would not that process, by continuing 
attrition, finally wreck the institution? 
Are there guide posts along the line to 
prevent ruinous competition? 

Classical economics teaches us that 
competition affects the consumer in many 
different ways, not the least of which are 
a greater variety of products, better serv- 
ice, and a lower price. There are also 
those who hold that unrestrained com- 
petition, while it might temporarily re- 
sult in these things, can become ruinous 
by obliterating most of the various com- 
peting units, with resulting monopoly. 
For this reason there have been instituted, 
generally under Government aegis, re- 
straints on competition. These have been 
applied particularly in the fields of trans- 
portation and public utilities. The insur- 
ance business has not been entirely im- 
mune from such restraints. 

For a moment let us turn to the non- 
life area and examine the situation there. 
For many years, property-liability com- 
panies have been organized into rating 
organizations. They have issued uniform 
policies at uniform rates. Following the 
SEUA decision, they supported rate regu- 
latory legislation as a means of preventing 
competitive factors from bringing ruin 
and chaos in the business. The business 
is still struggling with the rate regulatory 
process, a process which must be worked 
out so as to produce reasonably stable 
underwriting results over the years for 
companies that have reasonably good 
management. 

Rate regulation and kindred restraints 
are looked upon not only with fear and 
distaste but with positive abhorrence by 


most people in the life insurance business. 
How then has it been possible for us to 
avoid the pitfalls of cut-throat compe- 
tition in our business? What safeguards 
are there in the business itself? Are the 
natural restraints of supervisory statutes 
sufficient? Is there something in the ac- 
tuarial process itself that prevents ruinous 
reduction in rates? Generally, when the 
actuary recommends a new scale of rates, 
he has examined it in the light of cur- 
rent mortality experience, the expense 
levels characteristic of his company, the 
probable effect of such rates on future 
persistency, and other operating experi- 
ence. He has also compared it with the 
scales of his competitors. If he is a pru- 
dent individual, he will have applied the 
schedule to the entire outstanding port- 
folio of business of his company to satisfy 
himself on the basis of a pro forma annual 
statement just what margins would have 
emerged had the new rate been in force 
for all outstanding business for the cur- 
rent and previous years. This latter proc- 
ess is a powerful deterrent to inadequate 
rates for those not equipped to conduct 
the more basic studies appropriate to the 
testing of rates. The levels of experience 
factors of others operating in the same 
or similar fields with which comparisons 
can be made are always strong factors in 
any analysis. It will be seen, therefore, 
that there are numerous approaches to 
the tests of adequacy which result in prac- 
tical answers which may be given in a 
practical way. 


Price Competition 

Where does price competition begin? 
Today’s competitive rate situation is 
aimed at the giving of more for the same 
or giving the same for less. Every com- 
pany must consider the various points of 
operation that contribute to such a result. 
Obviously, the number one point is good 
underwriting. Decisions must be made 
on underwriting rules which will produce 


| 
| 
| 


a mortality experience consistent with the 
rate levels used. Expenses must be looked 
into. There is no place in this paper for 
a discussion of how economies in the 
home office and field can be brought 
about. Suffice it to say that they must be 
brought about if a company is to compete 
in this era of close price competition. 

What about investments? Do they not 
also contribute to the factor of cost? The 
answer, of course, is yes. The company 
that fails to stir itself in the quest for 
good sound investments with a reasonable 
yield will find itself in the position of re- 
flecting investment returns in its premium 
calculations or in its dividend formula 
which can make its costs higher than 
those of its competitors. Again, this is a 
broad area for which there is no space 
here for discussion. It is sufficient to say 
that success in the investment field in 
terms of high yield and sound security is 
a first in the competitive struggle charac- 
teristic of this era. 

Just how each of the factors of cost and 
experience in a given company is reflected 
in the price of its product was considered 
in considerable detail in a paper on “Price 
Planning,” which has just recently ap- 
peared in print as one of the Huebner 
Foundation Lectures. How the princi- 
ples set forth in that paper have found 
expression in the pricing of the products 
of various companies is an interesting 
field of examination. It is not proposed 
to make comparisons between companies, 
but some of the devices which have been 
adopted with a view to the making of an 
attractive price for a competitive contract 
will be examined. Among these devices 
one cannot avoid the “special,” the _ter- 
minal dividend, the ding of 
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The development of unusual plans of in- 
surance cannot be ignored. In particular, 
there should be noted the development of 
special plans by particular companies 
which differ to such an extent from the 
contracts of other companies that a price 


comparison is not possible. 
The “Special” Contract 


Ordinarily, a “special” is a long-term 
policy, usually on the ordinary life plan 
or a plan so closely related thereto that 
for all practical purposes it may be looked 
upon as an ordinary life policy. It will 
be written in amounts not less than a 
specified minimum. In some cases, al- 
though these seem to be decreasing in 
number, there will also be applied special 
underwriting requirements so that the 
mortality may be expected to be lower 
than that under other contracts of the 
same company. There may be restrictions 
on_the economic groups to which it is 
issued with a view to improvement in per- 
sistency. In order to reduce administra- 
tion expenses, there may then be applied 
certain other practical requirements, such 
as the acceptance of premiums only on an 

is. Sometimes, commissions to 
agents are considerably lower than those 
for the other policies issued by the com- 
pany. The combination of all these items 
can result in a considerably lower but 
completely self-supporting premium than 
might otherwise be developed. 

Such policies have been in use for 
many years and have many enthusiastic 
supporters. From time to time, however, 
cries have been raised that policies of 
this type are not self-supporting; that 
they are, in effect, loss leaders and that 
other policyholders of the company sub- 
sidize this group. There have been in- 
stances where attempts have been made 
to hamper their use. In fact, there is no 
doubt that a number of current problems 
in this business revolve about the issue 


of such policies by various companies. 
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Policies of this type are issued by both 
stock and mutual companies. Modern 
methods of cost accounting, scientific 
calculation of premiums, and modern 
methods of dividended distribution make 
practical the definition of factors in which 
lie justification for the lower net costs and 
premium rates. Modern methods of ex- 
pense allocation make it feasible to dis- 
play before any interested party factors of 
cost incident to policies of various size 
groups which are arrived at through cost 
accounting principles that are regarded 
as standard and appropriate for the in- 
surance business. As a result of this, 
many companies issue such “specials,” 
low-cost policies, which, it is argued, 
meet the tests of self-supporting contracts 
and which are issued to all applicants 
falling within the eligible classifications. 
It is argued that the public is better 
served by such contracts than through 
any system whereby costs would be 
assessed without regard to policy size. 


Graded Premiums 


For many years, it had been the prac- 
tice in the field of property-liability in- 
surance to permit the size_of the risk to 
influence the rate. In the field of life 
insurance, this practice has been com- 
mon in the group field for many years. 
However, it is only since the ruling by 
the New York Insurance Department 
based on the Harris opinion of April 20, 
1955, that grading of premiums by size 
of policy has been officially recognized. 
The issue of the Harris opinion and the 
approval of such policies by the New 
York Insurance Department was followed 
quickly by approval of grading by size 
by the National Association of Insurance 
Commissioners. It is required that grad- 
ing be justified by adequate cost studies. 
To all intents and purposes, therefore, a 
pattern has been created which bids fair 
to become almost universal within the 
next few years. 


Grading by size has its critics on both 
theoretical and practical grounds, but 
there is no doubt that the pattern is here 
to stay. Competition could well force 
practically all companies into the same 
practice. Competition between the spe- 
cials and policies in the high-amount 
brackets is keen. Both systems operate 
side by side. As far as the applicant for a 
policy for a substantial amount is con- 
cerned, he cares little whether the policy 
is one with a large minimum amount or a 
“special.” The “special” must compete 
with the large policy class, and does. The 
prospect looks at the relative costs and 
finds them similar. 

Grading by size in a mutual company 
may take different forms. The grading 
may be gither in the rate or in the divi- 
dend. Ordinarily, in connection with new 
issues, grading will be in the rate. In the 
case of outstanding policies, consideration 
may be given to grading of the dividend, 
as is being done by some companies. 
However, there are important problems 
of equity, particularly the progressive 
nature of the dividend pattern over the 
previous years and the transitional prob- 
lems which develop. The subject is an 
interesting one which touches upon the 
competitive picture indirectly rather than 
directly. 

The mutual companies have had rela- 
tively little in the way of artificial re- 
straints in this market. It has been possi- 
ble to grade premiums in such a way 
that, in all probability, the same dividend 
schedule will be applied to policies of 
all sizes, at least for a period of years. 
The approach to grading by size in 
both a participating and non-participat- 
ing company is substantially the same. If 
the grading is reasonably equitable, it is 
likely that adjustments in dividends will 
be unnecessary. 


Deficiency Reserves 
The large amount classes of non-parti- 
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cipating policies are likely to have an- 
other hurdle, which does not arise in the 
case of participating policies. This is the 
well-known deficiency reserve which 
must be maintained in all cases where 
the policy premium is less than the net 
premium according to the mortality table 
and rate of interest specified for valuation 
of the contract. 

Almost any actuary will tell you that, 
while a deficiency reserve has theoretical 
justification, it is an unnecessary item of 
liability in the determination of the sol- 
vency of a company whose premiums are 
adequate. It arises out of the fact that 
the mortality table specified for the calcu- 
lation of reserves has become inconsistent 
with the mortality which the company 
expects will be experienced under the 
policy. From the standpoint of the finan- 
cial statement, these deficiency reserves 
are an important factor. From the stand- 
point of competition, they are a serious 
handicap to many non-participating com- 
panies and are likely to become a more 
serious handicap as more companies enter 
the more sharply competitive markets, 
and, particularly, if they seek to grade 
premiums by size. 

It has been indicated by some com- 
panies that the average deficiency re- 
serves set up on their specials or on the 
policies in the large amount brackets will 
average from $45 to $50 per $1,000 of the 
insurance issued on such plans and that 
at the higher ages the deficiency reserve 
may even be more than $70 per $1,000 of 
insurance issued. In other words, the de- 
ficiency reserve at the time of issue, 
which must be held in addition to all 
other reserves, may exceed the premium 
on the policy. This reserve appears in the 
annual statement as a charge against 
earnings. Unless a company is blessed 
with an unusually large surplus and is 
willing to distort its earnings pattern, it 
will be handicapped severely. It may find 
it necessary to pay less in dividends to 
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its stockholders than otherwise would be 
the case during the period these reserves 
are in course of accumulation. Of course, 
these unnecessary reserves will revert to 
surplus over a period of years. Neverthe- 
less, their existence will handicap many 
companies in the pursuit of legitimate 
objectives. 

The company faced with the above 
problem is in a dilemma. It may issue a 
policy at a rate that is competitive and 
then may have to limit the amount of 
business issued on applications submitted 
because the effect on its surplus would 
be too severe. Pending the adoption of a 
new mortality table or other methods of 
solving this problem, companies have 
resorted to various devices. Among them 
are the use of a 
for the calculation of policy reserves, the 
use of a 


valuation system using dual 
of interest, and a movement from pre- 
limi juati level 


Vv 
mium valuation. These adjustments, how- 
ever, when made, are often made only 
with respect to the particular policies 
that have a deficiency reserve problem. 
One will see a company, therefore, that 
issues its “special” on the basis of 3 per 
cent but issues its other policies on the 
basis of the CSO table with 2% per cent 
interest. It may use the net level basis of 
valuation for the “special” while the Com- 
missioners Reserve Valuation method is 
used for all the other policies. It is a 
phenomenon of the deficiency reserves 
statutes that the lower the reserve stand- 
ard, the less stringent is the requirement 
for a deficiency reserve. 

One of the most ingenious devices thus 
far developed for minimizing deficiency 
reserves was described by Mr. Charles H. 
Connolly last spring (T.S.A., IX, 135). A 
high rate of interest is used for a certain 
number of the earlier policy years, and 
the company’s regular valuation interest 
rate is used thereafter. If the period of 
high interest rate assumption varies, say 
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between 15 and 20 years, it will be found 
that the net premium on the dual basis 
will be reduced to such an extent that 
the policy can be issued without a de- 
ficiency reserve. There is the added phe- 
nomenon that the reserves under such a 
combination of assumptions wil} compare 
favorably with reserves on a lower inter- 
est rate. The method was adopted by one 
company some time ago and, apparently, 
is now being adopted by other companies. 
It should be borne in mind that the root 
of the method is the sacrificing of an 
interest margin in the presence of an un- 
is expressed by the author of the method 
as “an artificial interest assumption along 
with already artificial loading and mortal- 
ity assumptions.” 


Rates on Female Lives 


One of the important phenomena of 
recent years has been the extraordinary 
improvement in mortality among women. 
While this has not been uniform and has 
varied by economic and social status, it 
has been sufficient to warrant recognition. 
Historically, the average size of the pol- 
icy issued on women has been substan- 
tially lower than on men; and although 
mortality on insured women has been 
recognized as lower than that of men for 
some time, the higher unit expenses at- 
tributable to policies on women were re- 
garded as offset by the somewhat higher 
mortality savings. Recently, however, 
some companies have begun to issue 
special policies on the lives of women de- 
signed to meet the needs of economic 
groups for which policies of considerable 
size were appropriate. Policies with a 
high minimum amount issued to women 
produce an average policy comparable 
to that on the lives of men. This meant 
that additional expense was no longer a 
factor. Accordingly, companies have be- 
gun, in connection with such policies, to 
recognize the superior mortality through 


preferential rates. The current practice is 
for companies tq_ijssue policies at an age 
rated lower than the actual age, usually 
by thus giving 
the female a preferential rate over the 
male. While this treatment is not yet 
recognized in all states, it appears to have 
established a definite trend. 


Price Comparisons 


Just what are the competitive norms 
with respect to rates? One cannot ignore 
the fact that more than two-thirds of the 
life insurance written in the United States 
is_on the participating basis. It becomes 
appareat, therefore, that the net cost of 
life insurance issued by mutual com- 
panies inevitably sets the competitive 
pattern. Cost comparisons, therefore, be- _ 
tween mutual companies are important in 
the kit of the agents in the field. Non- 
participating companies are constantly 
faced, in connection with fixing rates, 
with the competitive patterns that have 
been established by the mutual firms. On 
the participating side, there is the illus- 
tration of costs based on the performance 
of the company currently, while, on the 
other hand, there is the guarantee of per- 
formance throughout the term of the pol- 
icy on the part of the non-participating 
policy. The competitive struggle between 
these two approaches has continued un- 
abated during the entire history of the 
life insurance business and bids fair to 
continue for many years to come. 

Policies of various companies are often 
so different that it is difficult to make true 
cost_comparisons. No actuary, so far as 
the author is aware, has developed a fool- 
proof formula for making such compari- 
sons. Certain conventions have arisen in 
the business, however. One of the usual 
rules is to use the sum of the i 
less dividends for 20 years, deduct the 
cash value at the end of the 20-year 
period and treat the residue as the net 


cost. Publications, as well as agents, often 
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use figures thus derived. Such a method 
may be applied either on the basis of a 
prospective dividend scale or on the basis 
of dividend histories. The method ignores 
a number of factors, not the least of 
which is that the net costs at longer or 
shorter durations may vary substantially 
from the norms of the twentieth year. 
Furthermore, these comparisons say little 
to the man who has no intention of sur- 
rendering his policy after 20 years. 
The prevalence of the 20-year net cost 
comparison does give it great importance 
as a competitive instrument. Companies 
will strive to show a favorable net cost 
at this duration. This is a duration at 


-which, for instance, the full net level 


premium reserve is allowed as cash 
Yalue under the policies of many com- 
‘Panies; and both premiums and dividends 
will, at the outset, be planned to produce 
an asset share of adequate amount for 
this purpose. This can be done through 
the use of the regular annual dividend 
formula or through the use of a combina- 
tion of the annual dividends along with 
a terminal dividend at that duration. 
Dividend Projections. Much has been 
written about illustrative dividend scales, 
and it is not proposed to discuss their 
merits here, except to say that it is recog- 


agent, they can be helpful to a policy- 
holder seeking guidance. 


ces the policyholder seek to 
the future? It seems to 
iter that the answer lies in the 
operations of the company. 


If the already has an accumulated 


surplus which is at least average for the 


business in relation to its reserves, if the 
net return on its investments is higher 
than average, if its mortality experience 


~ compares favorably with that of its com- 


petitors, and if it is economically man- 
aged, he has reasonable assurance of 
good results. If its dividend formula re- 
flects reasonably accurately these experi- 
ence factors, it seems inevitable that the 
future net’cost in that company will com- 
pare favorably with others. Beyond this 
there seem to be few, if any, good criteria 
for the measurement of future perform- 
ance. What has been said here would 
seem to parallel the advice of the wise 
investment counselor who says the best 
asset of any company is its management; 
and when you buy management, you 
seldom lose. 

Terminal Dividends. A number of com- 
panies have used the device of terminal 
dividends in the distribution of dividends 
to their policyholders. A terminal diyi- 
dend is an additional dividend paid at 


the time of lapse, surrender, or death and 
1 | | t li it t t li ] 


that part of the accumulated contingency _ 
-Zeserves or surplus which the company 
the safety of all policyhold- 
which is no longer needed with 
<alad to the policy being terminated. 
There has been much discussion as to the 
nature of terminal dividends and their 
equity. The New York Insurance Depart- 
ment has interested itself in this problem, 
not only because of its nature, but be- 
cause New York is the only state, so far 
as the author is aware, which has a spe- 
how t 
general ruling was issued on October - 
1956, in which the Department stated 
general principles which should be fol- 
lowed to insure an equitable use of this 
form of dividend distribution. There are 
those who characterize terminal —divi- 
dends as having tontine characteristics. 
There are others who argue that a mutual 


| 

nized by many that, regardless of the S 
qualifications that surround any dividend 
illustration, it is inevitable that some pol- r 
icyholders will mistakenly regard such :. 
illustrations as predictions of future per- = 

when in the hands of a conscientious ee, 

If dividend illustrations have limita- 
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company will have great difficulty avoid- 
ing inequity to terminating policyholders 
if they are not paid. 

Like every other question, there is 
probably a middle ground. It must be 
realized that the amount of funds held 
with respect to any particular policy- 
holder is a measurable quantity only 
within limits and is not susceptible of 
exact determination. This amount is cer- 
tainly not the statutory reserve. It may 
be the cash value, but only under certain 
conditions. It is certainly not the statu- 
tory reserve increased by a pro rata por- 
tion of the surplus. Probably the best 
definition of the exact amount standing 
to the credit of the departing policyholder 
at any given moment is the,gsset share. 


' This is a quantity that is almost impos- 


sible of determination, but the terminal 
dividend is cited as an instrument by 


id 
quantity may best_be approximated. 
New Contracts 


While the development of new con- 
tracts is not intended to be within the 
scope of this paper, the recent develop- 
ment of the cannot be 
passed by without some discussion. Not 
only is it an important competitive in- 
strument, but it involves new techniques 
in the calculation of rates and benefits, 
including deviations from some practices 
long regarded as fundamental. So far as 
this writer knows, it is the first life insur- 
ance policy where the premium is not 
dependent upon the number of persons. 


insured and where the premium, in some 


It is 
essentially a product of the spectacular 
improvement in mortality at the young 
ages which has taken place in recent 
years. 

One has only to examine Table X,,, 
which is the unloaded version of Table 
X,,, to realize the low levels to which 
mortality of children has declined. It has 


been said that it is actually cheaper to 
pay death claims on children when they 
are associated with an insured parent 
than it would be to maintain records for 
all the separate children if separate pol- 
icies were to be issued. 

There is no need to dwell upon the 
technical pattern of the policy. It is ex- 
tremely competitive; so competitive, in 
fact, that companies have flocked either 
to duplicate the policy or to issue one 
which, in their opinion, is more competi- 
tive. This contract is the first where, in 
the ordinary insurance department of a 


company, persons will be insured without 


being registered as insured, and the com- 
pany _will claims on proof 


_will_pay_claims on proof of thgir 
existence and death after the fact. It is 
a unique development. 

Competitively, some companies have 
sought to meet the challenge of this policy 
head on with a similar contract at a com- 
parable or more favorable cost. Alterna- 
tively, some companies have developed 
riders to be added to their r r series 
of policies. Others have devised similar 
policies but have liberalized them by 
lengthening the term of the insurance on 
the lives of the children or increasing the 
amount of insurance on the spouse or the 
children in terms of the basic unit. These, 
however, are ‘all variations of the same 
pattern and are designed to meet com- 
petition, which seems to lie in the direc- 
tion of more coverage for Jess money. 
Each step in this direction forces the 
lowering of the pattern of profit margins. 

Many people look upon a policy of life 
insurance as an asset of financial value 
in the same sense that they look upon a 
stock or a bond. Even personal insurance 
programs will reflect this view. It is ex- 
pressed by including life insurance pol- 
icies as assets in personal annual financial 
statements at their surrender values at 
December 31, with an emerging expense 
for the year equal only to that part of the 
outgo that is not reflected in an increase 
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in assets. Policies have recently been de- 
vised by some of the companies that must 
be tremendously attractive to such per- 
sons. They have been planned with un- 
usually high cash values in the early 
years. The difference between the actual 
deposit of premiums and the increase in 
the cash value becomes relatively small 
even in the early years, and the premium 
paid for protection becomes very low. 
These policies look extremely attractive 
in a ledger statement. They do, therefore, 
have attractive facets for people who are 
investment conscious and, from a com- 
petitive standpoint, establish cost patterns 


_ which are somewhat new in this business. 


There are other attractive features to 
these policies, particularly in the area 
of business insurance. The high first year 
cash value, of course, becomes an asset 
immediately upon issue of the contract. 
Hence, the cost of insurance purchased 
by a 
drain on earnings in the year of issue. The 
availability, upon issuance, of the first 
year cash value as a basis for a loan in 
part payment of the first premium meets 
the requirements of other groups. The 
contract has other attractive features in 
that it lends itself readily to split-dollar 
plans. High cash values in the early years 
must, of course, be reflected in the pre- 
miums and in the dividends and will, ulti- 
mately, be paid for over the life of the 
contract. Nevertheless, they do establish 
a pattern of cost distribution which is 
highly attractive to certain groups, and 
they are an important factor in the cur- 
rent price competition situation. 

Like charity, a competitive rate must 
start at home. There is a limit to the 
number of “accessories” which may be 
grafted onto a life insurance policy to 
make it “look good” in the face of low 
prices for standard contracts. Cost com- 
parisons may be avoided to some extent 
and unfavorable results minimized by the 
use of such methods. Ultimately, how- 
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ever, lasting success will be found in a 
great body of satisfied policyholders who 
pay their premiums on time and who ie- 
gard their life insurance policy as their 
most valuable asset. This can be achieved 
only through efficient management; solid 
contracts; agreements carried out 
promptly and efficiently; cost compari- 
sons which have validity in the face of 
changing times; and, probably most of 
all, a satisfied body of agents who look 
upon the particular company as their 
business home. 


Commission Scales 


Nothing has been said specifically 
about the agency system which a com- 
pany must adopt. Here, also, lies the 
necessity for broad decisions. How fast 
does the company wish to grow, and 
what kind of ladder does it wish to use? 
Does it wish to use the rate ladder or the 


corporation makes a relatively small commission ladder? The former is the 


case where rates are low and commissions 
are correspondingly low, but the agent 
is expected to produce unusually large 
volumes of business by reasons of the 


better tools at his disposal. The second is 


the case where agents are engaged at 
high rates of commission in the hope that 
many will be attracted and that they will 
produce, in the face of an unfavorable 
competitive situation, sales of ever in- 
creasing volume largely by reason of the 
incentives of rich compensation. Between 
these two limits fall the great majority of 
life insurance companies. 

Commissions constitute one of the 
largest single factors of expense in oper- 
ating a life insurance company. A rela- 
tively small difference in commission 
levels can make a significant change in 
the cost of insurance to the policyholder. 

-Competition for agents may be even more 
severe than competition for policyholders, 
and it is necessary that amounts of com- 
pensation be sufficient to attract the kind 
of men a company seeks. The commission, 
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theoretically, is a controllable item. But 
commissions are not the only agency 
costs. All such costs must be watched in 
the interest of increased production on 
the one hand and the maintenance of a 
satisfactory net cost pattern on the other. 


Public Relations 


Outside the scope of this paper is the 
building of good will among the policy- 
holders and the potential policyholders. 
It does, however, warrant passing men- 
tion. Building of good will involves the 
expenditure of funds, and that expendi- 
ture will be reflected in the costs of the 
insurance. The factor of good will, built 
both through advertising and the use of 
a good quality agency force, is an asset of 
great value. Coupled with good under- 
writing, low operating costs, and an out- 
standing investment department, it holds 
the elements of success for any company. 
Through these some seek the goal of in- 
creased volume and profits. Others hold 
as their objective the maximization of 
service to the largest number. These 
things constitute success in the life insur- 
ance business just as in any other busi- 
ness. 

No attempt has been made to discuss 
the competitive situation as it extends 
into other fields of life insurance, such 
as group insurance and group pensions. 
Competition between insured pensions 
and uninsured pensions has not been 
mentioned. Competition from other me- 
dia of savings has been ignored here. 
Concern has been shown only with the 


competitive devices used by companies 
writing ordinary insurance through an 
agency system. 


Summary 

No matter what may be done in the 
way of merchandising, in the way of 
heavy expenditures for new business, and 
in the way of gadgetizing policies, there 
seems to be no sure road to long-term 
success in the life insurance business ex- 
cept through the best possible business 
management. Details of the business on 
every front must be watched constantly. 
The premium at which a non-participat- 
ing policy can be sold by a stock com- 
pany or the net cost at which a policy 
may be kept in force for an individual in 
a mutual company is the distillation of 
the success of the company on all the 
fronts indicated. The success of a life in- 
surance company in today’s competitive . 
market will be the end result of the oper- 
ation of a cooperative machine composed 
of all the human elements of its manage- 
ment, employees and staff, as well as 
agents. Success will come when there is 
a smoothly operating, efficient team dedi- 
cated to one end—service to the policy- 
holder at a reasonable cost. Only through 
the continuing cooperative endeavors of 
individuals in this way will a company 
reach the coveted low net cost that consti- 
tutes such a valuable asset to a mutual 
company or will there be profits from the 
low premiums that characterize the non- 
participating policies now being issued by 
stock companies. 


PHILOSOPHY AND BACKGROUND OF MULTIPLE-LINE 
UNDERWRITING 


Roy C. McCu.Loucn 


Lumbermens Mutual Casualty Company 


In the past, changes in insurance mar- 
keting have been gradual. New concepts 
in the insurance product have been fairly 
slow to take hold. 

The exception to traditional moderation 
has been the rapid trend in the past few 
years toward package policies, The pack- 
aging approach is nothing new or start- 
ling. The combination of a number of 
perils and coverages in one contract has 
long been known in the marine business 
and in many fields of insurance abroad. 


Background Comment 

The origin of package contracts in the 
‘United States is seen in the blanket fi- 
delity bond, the comprehensive personal 
liability policy, the combination automo- 
bile policy, the personal property floater, 
and the extended coverage endorsement. 
The surge to more and more packaging 
and the appearance of what seem to be 
rather startling concepts probably come 
from the fact that for many years the 
natural drift toward package contracts 
was restrained by laws and other restric- 
tions. When key states passed multiple 
line legislation in the post-war period and 
the effects of the Southeastern Under- 
writers Association case began to be felt, 
the obstructing dam cracked and started 
to collapse. 

With legal obstacles removed and com- 
petition Mitensified, the natural American 
bent toward new ideas and aggressive 
merchandising has produced a variety of 
new packages. The most successful pack- 


age from a sales standpoint has been the 
Homeowner's type policy. No other policy 
has achieved an annual premium volume 
of $150,000,000 in the short space of four 
years. Right behind the Homeowner's 
group in terms of successful sales appeal 
is the Comprehensive Dwelling Policy. 
Contracts such as the Special Building 
Endorsement and the Broad Dwelling 
Building and Contents Form also embrace 
the idea of packaging. In the commercial 
field, the Manufacturers’ Output Policy, 
the Commercial Property Policy, the In- 
dustrial Property Policy, various dealers’ 
block policies, and the Office Equipment 
Policy have been introduced. 


Need for More Coverage 


Sometimes close proximity to products 
being sold and absorption in the details 
of rating, eligibility, underwriting and 
day-to-day existence obscure the real pur- 
pose and advantage of package selling. 
The idea that spurs the introduction of 
such contracts is to_sell_more insurance. 
Insurance is still sold, not bought! Today’s 
hungry feeling gets the purchaser in the 
mood to think of going to the grocery 
store today to buy tomorrow’s groceries. 
On the other hand, the insurance pur- 
chaser who has had no loss this week is 
not thinking of the casualty that might 
happen sometime. Somebody in the in- 
surance business has to remind him of 
this contingency. While there are other 
reasons why most people still do not have 
enough insurance, this quality of easily 
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postponing purchase is perhaps the most 
significant one. 

For one who believes in the principle 
of insurance—the concept of people get- 
ting together and protecting themselves 
against catastrophe by putting a little 
something aside now to ward off the ef- 
fects of what may happen tomorrow— 
any technique to persuade more people 
to make greater use of insurance is com- 
mendable. When the city of Waco in 
windswept Texas was hit by a tornado a 
few years ago, only about half the homes 
were insured against windstorm. One can 
speculate why so few people bought this 
type of insurance. Whatever the reasons 
were, who would argue that some sort of 
package policy or new merchandising 
concept would not have been a blessing 
in this situation. In such a case perhaps 
90 per cent of the homes would have 
been insured against windstorms. Those 
that were insured, doubtless, would have 
had the benefit of much more nearly ade- 
quate coverage. 

Thus, the package policy brings the 
insurance business closer to the goal of 
alleviating human misery by giving more 
protection—not just in the terms of new- 
fangled perils, such as the sonic boom 
from jet aircraft—but in terms of the 
plain old-fashioned perils of fire, wind- 
storm, explosion, and lawsuits. 

Insurance is not an eleemosynary insti- 
tution. Insurance producers must be com- 
pensated by receiving a percentage of 
the premium dollar. If they sell more in- 
surance of the same type than has been 
sold to the customer in the past, their 
income goes up. If they sell types of 
coverage that have not been purchased 
in the past, their income also goes up. 
Thus, from the standpoint of the business 
itself, package policies make sense if they 
produce larger premium volume and a 
larger dollar amount of underwriting 
profit. There is not much advantage to 
the insurance industry in bringing out a 


new package contract if the only effect is 
to rewrite the same amounts of protec- 
tion against the same perils at a reduced 
premium. Material prosperity in the in- 
dustry will not be increased that way. 
Even though a premium reduction has 
been afforded the customer in such a 
case, the institution of insurance has 
failed him in that it has not increased his 
protection to what he really needs. 

The point is obvious. If package pol- 
icies are to fulfill their function, persons 
in the insurance business have to think 
less about rate savings and more about 
premium increases. Many agents use 
package policies simply to rewrite exist- 
ing business in approximately the same 
amounts. This practice may keep them all 
in the office under cover on rainy days, 
but it has little other virtue. 

Most package policies are sufficiently 
complicated to require study by the pro- 
ducer and an explanation to the customer. 
Perhaps this requirement was not planned 
that way; but it nevertheless produces a 
good result. It means that the American 
insurance agent—who is the best sales- 
man in the world once he gets out of the 
office—has to go and call on his customer. 
In the process, he winds up selling more 
insurance and increasing his premium in- 
come. This result has been observed time 
after time by producers who really “mine” 
their prospect files for package policy 
business. 

Two Dangers in Packaging 

There are tremendous marketing ad- 
vantages to package policies; but, as 
might be expected, there are also a few 
dangers against which guards must be 
erected. 


Rates May Fall Too Low 


One danger is a rate level that is 
dangerously low. Rate adjustments up- 
ward must be expected on residential 
packages. These adjustments will be re- 
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quired not only because of inflation that 
is hurting all lines, but also for correction 
of over-optimism in establishing the 
initial rating formula. Upward adjust- 
ments will be particularly pronounced in 
those parts of the country and on those 
contracts (such as Homeowners “C”) 
whose _results have _been__ substantially 
worse than was expected. 

At this point one “myth” which is some- 
times averred needs to be refuted. This 
“myth” runs to the effect that current ad- 
verse underwriting results for the com- 
panies as a whole is entirely due to the 
growth of package policies. Taken as a 
whole, the loss ratios on package policy 
business are not bad. They may show a 
statutory underwriting loss because of the 
usual problem of providing for prepaid 
expenses on a rapidly growing volume. 
To see where the companies are losing 
money, look to such regular, old-fash- 
ioned, standard policies as automobile lia- 
bility and fire insurance. 


Coverage May Grow Too Broad 


A second danger that plagues the de- 
velopment of package policies is gompe- 
tition in terms of the breadth of 
Contracts tend to become so broad that 
they cannot be issued at a reasonable 
premium. The temptation always exists in 
the development of package policies to 
add some intriguing fringe coverages that 
will heighten sales appeal. Competition 
causes this desire to feed upon itself. 
Once in a while competition goes too far, 
as was the situation a few years ago when 
windstorm coverage on trees was gratui- 
tously included in certain packages. Indi- 
cations can be found that some of the 
packages are a little too generous on cer- 
tain types of rain and water damage. It 
takes time to correct such errors. It is 
not too hard to adjust rates which are 
slightly inadequate, but it is difficult to 
ask producers to renew contracts on a 
more restricted coverage. Broadening of 


coverages should always be the subject 
of thoughtful consideration prior to the 
act. 


Less Well-Known Packages 


The better known package contracts 
were referred to earlier. Some of the 
lesser known forms not marketed by all 
companies are also worthy of comment. 
For instance, a bank or other institutional 


mortgage can now buy an errors and 


omission policy covering not only its own 
contingent loss in the value of its se- 
curity caused by an uninsured fire or ex- 
tended coverage loss, but also losses re- 
sulting from the various other perils 
presently included in package residence 
contracts. In addition, the contract af- 
fords liability protection to the mortgagee 
should the mortgagor seek to hold the 
bank liable for non-renewal or some other 
error or omission which caused the mort- 
gagor to have an uninsured loss. Pack- 
age policies have been introduced cover- 
ing not only the general liability of a 
service station but also its liability for 
collison or other damage to customers’ 
automobiles. Other companies have a 
special package policy designed for motel 
owners. A single limit crime policy cover- 
ing burglary and theft as well as forgery 
and embezzlement can now be offered. 


Packaging in Life Insurance 

Lest one think the trend is confined to 
non-life lines, consider recent develop- 
ments in the life insurance business. In 
the life area virtually all the companies 
are offering a package contract designed 
to insure father, mother, and all the chil- 
dren in one contract. This package is not 
offered as a substitute for a well-con- 
ceived program of imsurance on the life 
of the breadwinner, but it is an attractive 
means of getting life insurance to the 
family and of making the family con- 
scious of what life insurance can do. The 
concept of packaging disability protec- 
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tion with life insurance is again picking 
up despite the severe battering the idea 
suffered as the result of over-selling prior 
to the last depression. 

Indeéd, the idea of combining several 
benefits even appeals to the Federal 
bureaucrat. Strong advocates of packag- 
ing in the Social Security system wish to 
add disability coverage to retirement pro- 
visions so that if a covered worker is per- 
manently and totally disabled before 
retirement, his retirement benefits are 
advanced to the time of disability. 


. Speculation About the Future 


‘What of the future? The author’s guess 
is that more packages will be created and 
will be welcomed by the insuring public. 
Perhaps the pace will be more deliberate. 
In most cases, the policy will be written 
with a particular type of customer in 
mind rather than with all types of custo- 
mer in mind. In the past, package policies 
have been designed for the dwelling, the 
commercial store, and the manufacturer. 
The next most logical development might 
be for other types of customer such as the 
hotel, the dry -cleaner, the construction 
contractor, and the owner of a mobile 
home trailer. 


Some further experiments with residen-_ . 


tial contracts can also be expected. A few 
companies are dabbling in tesidential 
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_ages. Workmen's compensation on do- 
mestic servants might also be added to a 
residential package. A well conceived 
accident coverage might also be included. 
Several company officials have wistfully 
considered the idea of a_life insurance 
contract sold_as_a part of a residential 
package which would pay off the mort- 


gage in the event of the death of the 
breadwinner. One company has finally 


done something about it. 
Consistent with the trend toward pack- 
age policies is the greater use of the “buy 


and pay later” idea. Package policies 


generate premiums so large that they in- 
hibit sales if annual or term contracts 
have to be paid for in advance. Just as 
life insurance has recently experienced a 
decided trend toward monthly payment 
plans, pre-authorized check plans, and 
premium deposit plans, a shift toward 
eas in the property-lia- 
bility field can be detected. The time 
period that everything points to is one 
month. Apparently (and perhaps regret- 
tably) the way Americans are now 


budgeting for the future is not by savings. 
They allocate the check to a number 


of definite monthly obligations before the 
check is received. 

remain alert to find new ways to bring 
sound protection to the insurance buying 
public. 
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A PHILOSOPHY OF LEARNING—A SUMMARY VIEW 
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It is commonly believed that the way 
to teach anything is to organize it into 
“logical” units and begin with the sim- 
plest elements, called “fundamentals.” It 
may come as a surprise to some classroom 
teachers to hear that logical continuity 
as a method of learning is seriously ques- 
tioned by a number of thoughtful pro- 
fessional educators. 

Of course, no one will deny that the 
learner must begin with the simplest tasks 
and proceed to more difficult ones, but 
the question that has to be solved is just 
what is simple and what is difficult. This 
question seems always to be answered by 
logic, because specialists have taken sub- 
ject matter they have already learned and 
have organized it into a logical order, 
thinking that they learned it that way. 
But how many of us learned insurance, 
for example, the way we try to teach it? 

_From continued observation of the way 
people actually do learn has come an- 
other principle of continuity in learning, 
the logic of direct experience. The logic 
of direct experience is the natural mode 
of learning, illustrated by how we learned 
to walk, talk, and eat. Imagine trying to 
learn to walk by studying the elements 
of walking as carefully analyzed and or- 
ganized into logical succession by author- 
ities. Suppose we were not allowed to 
talk until we had learned all the rules of 

! And imagine having to under- 

stand clearly all the various utensils and 

the history of foods before being allowed 
‘to eat! | 

Logic is useful as a summary or classi- 


fication of things we have already learned 
through direct experience, but it is not a 
way of learning. The “logic” approach to 
learning places too much emphasis on in- 
dependent facts and abstract theori»s as 
end products and neglects the importance 
of one of the fundamental objectives of 
learning: the ability to solve everyday 
problems of living and working in a com- 
plex society. For example, students of 
insurance confuse “knowing the policies” 
or “knowing the characteristics of a good 
rate” with learning insurance. Anyone 
who will take the trouble can memorize 
all the lines of a policy or the fundamen- 
tals of rate making, but that does not 
mean he can then recommend the right 
policy for a given exposure or pass upon 
the adequacy, reasonableness, and equity 
of a rate structure proposed for a new 
contract. 

Should we not strive in insurance edu- 
cation to bring more real meaning, more 
intellectual content, into our course by 
tapping the true source of understanding 
—direct experience? If the answer is 
yes, then how can we as teachers operat- 
ing in the vacuum of the classroom make 
use of direct experience as a learning 
technique? Does not the case method of 
instruction provide at least a partial solu- 
tion to the problem of achieving direct 
experience in the ivory tower? Facts, 
principles, and theories seem to mean 
so much more to the student when he 
seeks them out as an aid to the solution 
of a given problem than when ke is given 
them as a part of a logical lecture or text 
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presentation. Of course to us sophisti- 
cated instructors all information is worth- 
while per se whether it be related to a 
specific problem or not; for in theory, at 
least, we are always seeking to broaden 
our knowledge. But what makes “unre- 
lated” general information interesting and 
useful to us is the frame of reference 
about the subject area which we have al- 
ready developed by means of direct ex- 
perience. Any similarity between what 
we find interesting and useful now that 
we have learned our subject and what we 
found interesting and useful when we 
were beginners, is nurely coincidental. 

Unfortunately, knowledge for the sake 
of knowledge is not sufficient by itself to 
motivate the typical college student; for 
there are too many real experiences com- 
peting for his time. To these students, an 
illustrative down-to-earth case or problem 
demanding a sharp decision seems to give 
greater purpose to learning. He tends to 
work harder and learn more when his 
efforts are directed toward solving basic 
problems or deciding basic issues. 

How can this philosophy of learning be 
taken into account in the teaching of in- 
surance when actual cases in published 
form are not widely available? Fortu- 
nately, consideration of the direct experi- 
ence philosophy of learning does not re- 
quire the use of complicated business 
cases in the teaching of the beginning 
courses. Simple problem situations can 
be developed by the teacher for use in 
connection with each assignment. Per- 
haps an example will illustrate this point. 

One subject usually covered in the 
typical first course in insurance is types of 
insurers. The standard lecture on this 
topic invariably includes a description of 
the essential characteristics of Lloyds or- 
ganizations, capital stock companies, recip- 
rocals, mutuals, state funds, and self- 
insurance. The similarities and differences 
among these types of insurers are dis- 
cussed, and then an appraisal is made of 


the arguments and counter-arguments 
used by each in the competitive market. 
In place of the standard lecture, the prob- 
lems approach can be used effectively, 
leaving the student to dig from the text- 
book the essential information needed. 
Here is one type of problem that can be 
used to present the subject as a living 
one: 

Manuel Wreight is determining from 
whom to buy his property-liability in- 
surance. Since he has no brother-in-law 
in the business, he is free to make an 
intelligent choice. He has been ap- 
proached by the following people: 


(1) Bill Cutter, who represents a direct 
writing, select risk mutual which writes 
only personal and residential risks, no 
commercial. This Company’s rates are 15 
per cent below those charged by the 
“bureau companies.” 

(2) Steady, Jackson, and Perkup, which 
is the city’s largest insurance agency, 
has 10 senior and 6 junior partners. It 
represents many of the best known and 
oldest stock insurance companies and 
handles the insurance accounts of many 
of the biggest and oldest local business 
houses, both manufacturing and mercan- 
tile. All of the companies represented by 
this agency write .at board rates. The 
agency also has a running account with a 
firm of Lloyd’s brokers in London. 

(3) Wright Small, an agent who oper- 
ates a two-man, four-girl insurance office. 
Small represents several companies both 
mutual and stock. He even represents a 
reciprocal. Small sells principally to resi- 
dential and mercantile accounts. 

(4) Penney Pincher, Wreight’s account- 
ant, suggests that since there have been 
no major losses in the business, Wreight 
should self-insure rather than buy insur- 
ance commercially. 


Mr. Wreight has both his residential 
and his business insurance to place. His 
business is manufacturing, on a small 
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scale. He owns and operates a machine 
shop with 10 male employees and three 
female employees. Part of his problem is 
whether he ought to place both his per- 
sonal and his business insurance in the 
same place. 

Advise Mr. Wreight as to how he 
should select among these three “sellers,” 
explaining the reasons for your recom- 
mendations. So that Mr. Wreight is armed 
with the full story in event that your 
recommendations are challenged by the 
“rejected suitors,” explain to him the dis- 
advantages as well as the advantages 
which will accrue from following your 
advice. 

Faced with the above problem, the 
student then reads the text assignment 
with a purpose. He has to find out what 
are direct writing, select risks mutuals; 
stock companies; Lloyd’s brokers; agency 
mutuals; reciprocals; and self-insurance 
operations. He must learn about these 
companies as they apply to the given situ- 
ation at hand. He cannot think in gen- 
eralities. He must give real meaning to 
what he learns. 

The classroom session can be used to 
analyze the independent recommenda- 
tions made by the students. Of course, 
there will be many errors in these recom- 
mendations: some of omission; others of 
commission. But the student is learning 
by direct experience. No child learns to 
walk without ever falling! 

Now, after struggling with the above 
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problem and developing a sound frame 
of reference, the student is prepared for a 
summary lecture based on “logic.” In this 
lecture the instructor will be talking 
about materials which have real meaning 
to the students because of the experience 
they have had in the area. Of course the 
experience is limited and “make-believe,” 
but nevertheless it can mean a great deal 
in the early stages of learning. It can help 
“clinch” a well-organized and well-pre- 
sented lecture. 

Similar problem-type approaches may 
be used in presenting each of the other 
topics covered in the basic insurance 
course as well as in the advanced courses. 
One caution, however: the problems 
must be simple enough so that the stu- 
dent can handle them; otherwise he will 
give up in disgust with nothing but con- 
fusion resulting. The more difficult prob- 
lems should be reserved for the advanced 
courses. In the begining course, the pur- 
pose of the problems approach is not 
problem-solving but the use of problems 
to teach principles. 

Insurance teachers need to give more 
attention to the learning process. It is 
easy to be so occupied in keeping up-to- 
date with the fast-moving developments 
in the field of insurance and in various 
non-teaching activities that an insufficient 
amount of effort is budgeted for teaching. 
It is too easy to “tell” rather than to 
“teach;” to make “announcements” rather 
than to give “assignments.” 
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THE CASE METHOD OF INSTRUCTION IN 
INSURANCE 


Davis T. RATCLIFFE 


Insurance Society of New York 


A discussion of the use of the case 
method in teaching insurance might well 
begin with the question: “Will the teach- 
ers reading this article be willing to risk 
their professional reputations by using in 
their classes the case method as used at 
the Harvard Graduate School of Business 
Administration?” 

Merely to ask the question is to answer 
it. The answer is “No.” Just one quick 
glance at the case method as used at 
Harvard in teaching graduate students is 
enough to convince any teacher that even 
a bright undergraduate student, if asked 
to use it, would choke on it. A student 
must learn to live on milk and mush un- 
til he cuts his teeth and is able to chew 
on solid food. Before one can solve a 
problem, one must know how to think; 
and before one can think, one must have 
not only a clear head but also must know 
a great deal about a large collection of 
basic facts. 

If the foregoing statement be true, 
there immediately arises a second ques- 
tion, namely: “Can some variation of the 
Harvard case method be used for the 
primary purpose of helping students to 
fill their heads with basic facts about 
insurance?” 

The remainder of this paper will be 
used to make suggestions, which in turn 
may provoke more suggestions, which in 
turn may provide the answer to that ques- 
tion. 


Is There a Need for the Case 
Approach? 

Many observers, most of them actively 
engaged in the insurance business, have 
known for a long time that there is a 
wide and deep chasm between classroom 
study and business action. Numerous 
laudable efforts have been made both by 
colleges and companies to bridge that 
chasm, but so far only a sort of suspension 
footbridge has been built. A sturdy steel 
bridge providing considerably more than 
a pedestrian approach is needed. The ap- 
proach by way of a footbridge which 
swings in the breeze and scares a student 
half to death often lands him on the 
business side in a rather confused, and at 
times even befuddled, state of mind. 

Perhaps the needed new bridge can 
be built by means of “the case method.” 

Notice the quotation marks. We often 
hear remarks about “the case method.” 
As early as May 15, 1946, The Journal of 
Commerce reported that the education 
department of a large insurance company 
was using “the case method” during a 
nine-week specialized course. On page 
47 of the Fall, 1956, issue of the Journal of 
The American Association of University 
Teachers of Insurance is a reference to 
“situation teaching,” which is described 
as being “similar to the case method with 
some variation.” Advertisements in in- 
surance journals sometimes refer to “the 
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case method.” Ask any teacher in an 
insurance school whether he uses “the 
case method,” and the answer will almost 
certainly be, “Why, of course I do. 
Doesn’t everybody?” Further inquiry 
will show, however, that his conception 
of “the case method” is far from being 
the same as that of Professor Langdell, 
who introduced it in the Harvard Law 
School in 1890, or that of the teachers and 
students at the Harvard Business School, 
where Dean Edwin F. Gay introduced it 
in 1908. 

Perhaps the first approach to the sub- 
ject under discussion is to review the 
case method used at Harvard. 


What Is the Case Method? 


In 1954, McGraw-Hill published a book 
entitled, The Case Method at the Harvard 
Business School, edited by Malcolm P. 
McNair. It is the first book that should 
be read by anyone who is interested in 
the case method of instruction, for it con- 
tains just about everything relating to this 
subject. 

On page 76, Donald R. Schoen and 
Philip A. Sprague answer the question, 
“What is the Case Method?” Here are a 
few excerpts: 


“Just what is it that we so knowingly 

refer to as ‘the case method’? In « broad 

. sense we can define it by contrast with the 
so-called lecture method. Instead of text- 
books, the case method uses descriptions 
of specific business situations. Instead of 
giving lectures, the teacher under the case 
method leads a discussion of these business 
situations. . . . 

“The casual observer will probably be 
puzzled by the apparent lack of participa- 
tion by the instructor; his main function 
seems to be to fill the blackboard with a 
variety of student comments. Yet the in- 
tentness with which the students are tak- 
ing part makes it clear that something 

important is happening. . . . 
“Let us look at a class in Business Pol- 
“* fey. We have a complete story of the 
- Allenby Chemical Company from 1920 to 


the present. Personal relationships, pro- 
duction techniques, balance sheets, meth- 
ods of distribution—all the many variables 
of the business situation in which the com- 
pany finds itself are written up in the case. 
The instructor starts the hour by asking, 
‘Mr. Smith, you are president of Allenby. 
As of January, 1948, what are you most 
worried about?’ The instructor lets the 
class carry the ball at the outset. Grad- 
ually, however, some agreement as to 
major issues and significant problems 
emerges, and at the end of the hour the 
teacher is consciously trying to permit only 
such discussion as will help sharpen that 
agreement... . 

“What are the similarities, the points in 
common, which all teaching at the Har- 
vard Business School has; what are the 
common denominators of Faculty and 
Staff activity? We feel that there are at 
least three: 


“(1) A focus on experience. Since the 
School has as its primary purpose the 
training of men for positions of actual busi- 
ness responsibility, all its activities stem 
from, and are beamed at, the problems of 
current business. Its materials in large 
part are derived from actual experiences in 
business or government. Its Faculty is 
composed almost entirely of men who 
would fit quite easily into responsible ad- 
ministrative positions. .. . 

“Courses are forced to reflect ‘what is 
real’ rather than one man’s conception of 
‘what ought to be,’ as determined in the 
relative insulation of an academic institu- 
tion. 

“(2) An 

, On the assumption that 
the businessman’s primary forte should be 
decision-making rather than theory-con- 
struction, and that skill in making decisions 
comes from practice, emphasis is placed 
on the case situation as such rather than 
on compiling theories from a number of 


“(8) A focus on the student’s ‘having 
an experience.’ This is to say that individ- 
ual courses and the curriculum as a whole 
are designed not simply to convey knowl- 


edge but to requi - 

inking and the data 
they demand in a meaningful (to him) 
manner, The thesis that learning is. solely 
an intellectual process is not accepted; in- 
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stead considerable attention is given to 
stimulating both the emotional and the 
intellectual reactions of the student.” 


Are Modifications of the Case Method 
Useful? 


If this case method which is used at 
the Harvard Graduate School of Business 
Administration is too advanced for an 
undergraduate student of insurance, what 
sort of case method might be feasible? 

The answer depends on the objective 
of the instructor. Is he trying to impart 
knowledge, or is he trying to teach his 
students how to use their knowledge in 
the solving of problems? One must come 
before the other. Someone has said that 
the process of thinking is nothing more 
than “the manipulation of memories.” If 
that be true—and it certainly does sound 
plausible, does it not?—a student must 
have a large collection of “memories” be- 

j i Instructors 


fore he can begin to think. 
who believe that students should be re- 


quired to know most of the details of 
coverage and many of the details of rating 
before they are asked to solve risk-analy- 
sis problems, are sometimes severely criti- 
cized. Learning by rote is, of course, not 
a good thing, for it does not include un- 
derstanding of meaning; but memory of 


the meaning of words, phrases, and clauses 
in insurance policies and manuals is a 
necessary part of the thinking process that 
is required to solve insurance problems 
with precision. When an instructor over- 
looks this fact, those of his students who 
land on the business side of that swinging 
suspension bridge are invariably quite 
giddy for a long time. 

If an instructor believes that his first 
duty is to impart knowledge, or, to be 
more exact, to help his students acquire 
knowledge, he may find that some type of 
elementary case method is exactly what 
he needs to make the job less difficult. 
After he finds that his students have a 
good working knowledge of the basic 


facts of insurance, he may want to use 
cases that will help the student solve some 
of the problems that arise in business. 
Many of these cases will probably be of 
the survey type. 

Where can an instructor find a supply 
of cases which he can use for the sole 
purpose of helping his students to ac- 
quire knowledge? Such cases appear fre- 
quently in the insurance press. Every 
issue of Rough Notes, for example, con- 
tain cases—they might be called sets of 
facts—which can be used. Frequently 
they appear in the form of questions and 
answers. The F. C. & S Bulletins contain 
enough elementary case material to last 
a lifetime. Agents, field men, branch 
managers, underwriters, safety engineers, 
payroll auditors, attorneys, and claim ad- 
justers will usually be found to be effer- 
vescing with lively memories of cases on 
which they have worked. 

All that the instructor has to do is (1) 
select the cases he believes will be help- 
ful, (2) have them mimeographed, and 
(3) hand them out to the students be- 
fore the class meets. Advance study is an 
essential feature of the case method. If 
the cases are not studied in advance, their 
use may turn out to be no more effective 
than the casual use of examples in a lec- 
ture. 

In the Day School of the Insurance So- 
ciety of New York experimentation will 
be conducted next term by using a book 
which contains nearly 1,000 up-to-date 
cases. It is possible that this book may 
be just the thing a college undergraduate 
student of property-liability insurance 
needs to grasp the practical significance 
of principles of insurance, coverage, in- 
surance law, and other matters. The book 
is The Insurance Casebook. It is edited 
by Anthony W. Fitzgerald, is published 
by Underwriter Printing and Publishing 
Co., 116 John St., New York 38, and sells 
for $10.00. Whether or not the book can 
be used effectively as part of the case 
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method of instruction in insurance re- 
mains to be seen, but the chances are 
that it can be. There is no doubt that 
Mr. Fitzgerald has done a superb job of 
distilling the mash of deplorable prolixity 
that is found in the opinions of many ap- 
pellate-court judges. And to some of the 
distillate he has gallantly added a few 
drops of delightful levity! 

If used in courses other than insurance 
law, the book should be used for the 
primary purpose of giving the students 
up-to-date sets of facts to which they 
can securely tie the principles of insur- 
ance and the coverage provided by poli- 
cies. 

An effective instructor begins with 
_something known and then goes to some- 
thing unknown. When a student comes 
to class with a set of facts—perhaps excit- 
ing facts, such as a man in a restaurant 
finding a mouse in his soup—he comes 
with something known. It is then not 
difficult for the instructor to lead the stu- 
dent into the unknown, such as the cov- 
erage provided by the products hazard 
or the owners’, landlords’, and tenants’ 
policy. 

What Dangers Are Inherent in the 

Case Method? 

Before an instructor decides to adopt 
the case method as a means of either (1) 
helping his students to acquire knowl- 
edge, or (2) helping them to think, he 
should take a good look at a few warning 
signs: 

1. Authority. The following two para- 
graphs are from an article by Albert H. 
Dunn III, on page 95 of the McNair book 
mentioned above. 

“As mentioned earlier, the case method 
is a most satisfactory means of develop- 
ing the student's ability to act in situa- 
tions which combine personalities with 
fact. It does this by schooling him tc 
inquire and to analyze. Conversely, when 
the objective of learning is appreciation 


or knowledge for its own sweet sake the 
case method falters. . . . 

“There is doubt whether the case 
method is the best way to teach metho- 
dology such as accounting, statistics, or 
the operation of machine tools.” 

2. Cases Hard to Find. Before one can 
skin a cat, one must have a cat, and 
catching a cat is not as easy as just 
sitting around and telling someone how a 
cat should be skinned. 

The procreation of problem-type cases 
requires time and skill. They must be 
genuine and not even minutely adulter- 
ated by the imagination of a writer. A 
good case-writer must know how to inter- 
view people, how to dig for facts, how to 
recognize important features, and how to 
make a factual report that is completely 
devoid of fiction and editorial comments. 
Such men are hard to find. As a result, 
good cases are scarce. 

8. Hard Work Required. “Teaching by 
the case method consists of considerably 
more than the assignment of cases and 
the application of techniques for conduct- 
ing discussions.” For an excellent article 
on this subject, see page 13 of The Case 
Method of Teaching Human Relations 
and Administration, edited by Kenneth R. 
Andrews and published by the Harvard 
University Press. 

It is much easier to prepare and de- 
liver a lecture than it is to know a case 
or a set of cases so well that the slings 
and arrows and hand grenades of en- 
thusiastic students can be caught in the 
air and quickly thrown back at them. 

Dr. Charles I. Gragg, a 1928 graduate 
of the Harvard Business School has said: 

“For both teachers and students, the dis- 
ciplines of the case method of learning 
are severe. Sometimes the shock is devas- 
tating to young men who previously have 
been dominated by patriarchal instructors 
and thus have been faced merely with the 
relatively simple task of more or less pas- 
sive reception and verbatim repetition of 
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facts and ideas. Not all students can bear 
the strain of thinking actively, of making 
which may be 

enged vigorously by their contempo- 
raries. Many people will always prefer to 
have answers handed to them. Teachers, 
for their part, particularly those unused 
to the system, sometimes find it straining 
to leave the safe haven of dogmatism and 
meet their students on a democratic plane. 
The inherently dramatic and challenging 
character of the case system, however, al- 
though it may produce anxiety and con- 
fusion for the newcomer, also arouses his 
deep interest and leads him to make the 
effort required for adjustment.” 


4. Instructor's Prestige in Danger. Fin- 
ally, the use of the case method may put 


in jeopardy the instructor's reputation— 


and even perhaps his job. 

Melvin T, Copeland, who grew up with 
the case method at Harvard, having been 
a protégé of the man who first introduced 
it, Dean Edwin F. Gay, has said: 

“A lecturer can choose what topics he 
is to discuss and pass over any with which 
he is not familiar; but when a subject is 
open for discussion by the students, the 
instructor must expect to have many 
questions raised to which he has no an- 
swer, and he must, therefore, be prepared 
to admit humbly his ignorance.” 

_ When a frustrated student asks a ques- 
tion and the instructor, in a noble effort 
to get the student to keep digging for the 
answer, asks another question in return, 
the student may become still more frus- 
trated. Instead of continuing to dig for 
the answer he may just clench his fists un- 
der his desk, stare angrily ovt of the 
window, and conclude that the instructor 
is an ignoramus who retains his job only 
because he is adept at evading questions. 


Conclusions 


Despite the warning signs, many coura- 
geous instructors will go ahead. Indeed, 
there seems to be so much merit in the 
case method of instruction that those who 


hesitate to use it may soon hear them- 
selves being criticized for not knowing a 
good thing when they see it. 

Incidentally, the case method can be 
used concurrently with any of the other 
methods of teaching—lecture, role-play- 
ing, etc—and it also can be supple- 
mented by the use of the flannel board 
and other visual aids. 

The secret of success of the case 
method might be summarized in two 
quotations. On page 4 of Educational 
Administration: Cases and Concepts, by 
Sargent and Belisle, published by Hough- 
ton Mifflin, is this sentence: 

“If a continued zest for learning is a 
criterion of good teaching, cases foster 
good teaching by providing this kind of 
stimulus.” 

The second quotation is from The Case 
Method in College Teaching of Social 
Science, by Wallace B. Donham, who was 
dean of the Harvard Business School from 
1919 to 1942—the period during which 
the case method of instruction at Harvard 
became a practical reality. In 1949, as 
reported on page 244 of McNair, he said: 


“I know that at the Business School we 
are succeeding with a large percentage of 
students in building the habit of con- 
sciously interpreting experience to the 
point where they carry it over into life, 
and I know we do much to start the life- 
time job of developing skilled judgments 
dealing with novel facts and of develop- 
ing the skills needed for administrative 
action. I talked during a recent Com- 
mencement season with several groups of 
men who graduated from the Business 
School 20 to 25 years ago. Without sug- 
gesting the response I wanted, even by 
the terminology I used, I found that to 
them the most important thing they got 
out of the School, phrased in one way or 
another, was their ability to look at new 
problems, as they met them in life, in the 
light of work they did in the School and 
the incipient skills they then acquired, 
even though the factual content met in 
their careers was always different from 
their School cases and the judgements 
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reached always had to be related to the Business School which had not previously 
new facts. This ability to deal competently been developed in their undergraduate 
with new problems they picked out as the work,” 

thing that had been accomplished in the 
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THE RESEARCH FACILITIES OF 
THE INSTITUTE OF LIFE INSURANCE 


INTRODUCTION 


Artuur C. DANIELS. 


Institute of Life Insurance 


Associations in the Life Insurance 
Business 

Several lists of the various associations 
of the insurance business have been pre- 
pared. Undoubtedly your organization has 
made some efforts in this respect. The 
earliest one with which this writer is fa- 
miliar is the Gold Book of 1946, which was 
a special issue of the Eastern Underwriter. 
The Institute of Life Insurance lists them 
in its annual Fact Book. The Life Insur- 
ance Agency Management Association 
came out with a listing in the Manager's 
Handbook of November, 1955. The most 
recent was published in 1957 by the 
Special Libraries Association and was 
called National Insurance Organizations 
of the United States and Canada. It 
covers non-life, as well as life, associa- 
tions. One might also mention listings 
that appear in the annual publications of 
the trade press. 

Consideration should be given to the 
differences between company and pro- 
fessional associations. One of the big 
differences is that the former have full- 
time, salaried personnel. Professional as- 
sociations for the most part are managed 
on a part-time basis and out of the offices 
of one of their members who is serving 
in some officership that year. This panel 
discussion relates to research information 
available from company associations only. 

For the most part company associations 
are trade associations. They exist pri- 


marily for the purpose of bringing com- 
pany people together in committees so as 
to get the benefits of the thoughts and 
ideas of the members. The functions of 
the staff people of a trade association are 
to arrange agendas; to prepare informa- 
tion for discussion; and to report, record, 
and distribute to members the findings of 
those meetings. They also take such action 
as the committee recommends. 

The principal trade associations for the 
life insurance business are the Life In- 
surance Association of America and the 
American Life Convention, which handle 
legal and legislative matters; the Life In- 
surance Agency Management Associa- 
tion, which handles agency matters; and 
the Life Office Management Association. 
Much information about the LIAA-ALC 
is available in their annual reports. An 
article in the C.L.U. Journal discusses the 
“Purpose and Accomplishments in Life 
Insurance Distribution Research” of the 
LIAMA. The Reference Manual of the 
LOMA discusses the research information 
available from that organization. 

The Institute of Life Insurance is not 
a trade association. Its structure and 
method of operation have been quite dif- 
ferent from those of a trade association. 
This has been necessary because of the 
Institute’s public relations purpose. No 
committee could, for example, answer a 
telephone inquiry, meet a visitor, or reply 
to a letter where what is sought are facts 
and interpretations which explain the per- 
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formance of the business on some subject 
or its attitude toward some current situa- 
tion. A public relations organization must 
serve as a voice for a business and, as 
such, it must be staffed to act quickly and 
in accordance with policies determined 
by the business through its trade associa- 
tions. 

The president of the Institute refers to 
it as an instrumentality. The life insur- 
ance companies might have hired a pub- 
lic relations agency to perform this work. 
Instead they decided to build a volun- 
tary membership association and to hire a 
staff which could perform those functions. 
The Institute then is a staff of professional 
people who work with minimum guidance 
under a board but without the usual com- 
mittees of company people. Its objectives 
are to help create a better understanding 
of life insurance by the public and to 
translate public viewpoints to companies 
so that public relations efforts of com- 
panies can be heightened. 

The Health Insurance Institute simi- 
larly is not a trade association. 


Research and the Institute of Life 
Insurance 

Research is something that is common 
to all people whether they are acting 
individually or in groups. It is almost as 
common as conversation or handwriting. 
It starts with an inquiring mind, and it 
ends with some facts. 

Tons of material have been written 
around the word “research,” and this au- 


thor sometimes thinks there will never be 
an end to these writings. But there is one 
observation about the word research that 
should be helpful in the present context. 
When a public relations person under- 
takes some research, he has a public in 
mind as well as an area of inquiry. While 
material for one public is often suitable 
to another, this does not necessarily fol- 
low. Still, however, there is a surprising 
commonness of interest by many publics 
on the same subject, and a secondary use 
of the findings of such research is much 
more than just a by-product type of use. 

There is a considerable pool of data 
collected by the Jnstitute of Life Insur- 
_ance and the i 
that can be of great help to university 
teachers of insurance and to their stu- 
dents. 

This information is primarily for public 
relations use; the statistics are, accord- 
ingly, institutional totals broken down 
into classifications by kinds of business, 
but not broken down into classifications 
by such things as size of company, by 
type of agency operation, or any of the 
other such yardsticks. Both the statistical 
and non-statistical information is designed 
so as to answer any inquiry in the area 
of “the social and economic role of life 
insurance in the family, the community, 
and the nation.” It is in this area that 
either the Institute of Life Insurance or 
the Health Insurance Institute can be 
most helpful. 


RESEARCH ACTIVITIES 
ALBERT I. HERMALIN 
Institute of Life Insurance 


In a closely knit organization, the na- 
ture of the work performed by the sta- 
tistical and research unit cannot be inde- 


pendent of the purposes and aims of the 
organization as a whole. The Institute of 
Life Insurance is the public relations or- 
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ganization of the life insurance business. 

How does the public relations orienta- 
tion of the Institute affect the nature of 
its statistical studies? In the first place, it 
means that major emphasis is on those 
statistics which will be aids in describing 
to as wide a public as possible the size, 
scope, and nature of the life insurance 
business. Secondly, the statistics must be 
representative of the whole business and 
not just some segment of it. As a general 
rule, therefore, no studies of limited in- 
terest or scope are undertaken if they 
might be of value only to the life insur- 
ance companies themselves or to those 
making detailed analyses of particular 
phases of the business. Nevertheless, there 
is developed a great body of data which 
seems to prove useful to the companies, 
to research students, and to technicians. 
Some idea of the nature of these data 
are to follow. 


Sources of Life Insurance Data 


The Institute is the primary source for 
such aggregates as benefit payments, in- 
surance in force, assets, and reserves, as 
well as for the subdivisions of these items 
into their major categories. The largest 
single source of data is the annual state- 
ments filed by the companies with the in- 
surance departments of the states in 
which they do business. Through the 
companies’ cooperation, 729 annual state- 
ments were obtained in the Spring of 
1957. This was a sufficiently large num- 
ber to be regarded, for all practical pur- 
poses, as 100 per cent of the business. To 
be exact, there were 1242 companies as of 
June 30, 1957; but the 729 companies 
wrote 99.75 per cent of the insurance in 
force in this country. 

Using punch card equipment, the staff 
tabulates between 350 and 400 items from 
these annual statements. To tabulate this 
number of items, the statements must be 
processed three times during the year. 


Perhaps the most important of these tabu- 
lations is the one which takes place im- 
mediately upon receipt of the statements. 
It provides the current aggregates for 
many Fact Book series. The subsequent 
tabulations compile data from schedules 
which would be too time consuming to 
handle on the first run, such as mortgages 
by states, or deal with items needed solely 
for statistical procedures in checking data, 
expanding survey results, and so on. 

To what extent is this body of data 
available to the public? The aggregates 
of all the items tabulated are freely avail- 
able. Since not all of them can appear in 
the Fact Book, there is a fair chance that 
some of the items a researcher is seeking 
are available. Through the general infor- 
mation about each company coded into 
the punch cards, it is sometimes possible 
to provide breakdowns of items by stock 
and mutual companies, by size classes, 
and by type of business written. 

The staff's ability to provide special 
breakdowns upon request from cards al- 
ready punched is, of course, limited by 
the amount of uncommitted time among 
personnel and punch card equipment. In 
the spring, when the Fact Book is being 
prepared, little time is available for in- 
volved and extensive requests; at other 
times more can be done. In general, when 
ample time for a reasonable request is 
given, the work can be scheduled satis- 
factorily. 

An additional limitation deserves spe- 
cial mention. In keeping with the objec- 
tive of obtaining industry-wide statistics, 
individual company data cannot be re-_ 
leased. The companies are aware of the 
confidential treatment accorded the data, 
and this enables the staff to obtain more 
extensive information than would other- 
wise be the case. Within this limitation, 
it is still possible to provide aggregates 
of special groups of companies, e.g., all 
the companies operating in a given state. 
It might even be possible to give individ- 
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ual figures for companies in a group in 
such a manner that the figure cannot be 
related to a particular company. 

The annual statements comprise just 
one phase of the data-gathering program. 
Additional information is obtained 
through surveys conducted among the 
life insurance companies. With regard to 
frequency, they are of two types: those 
conducted monthly or quarterly, and 
those conducted annually. 


Monthly and Quarterly Surveys 

There are two monthly surveys: one 
dealing witin assets and one with benefit 
payments. The monthly asset survey pro- 
duces data on the acquisition and hold- 
ings of various types of bonds, stocks, 
mortgages, and real estate, as well as the 
total assets of the companies at the end 
of each month. The benefit survey gives 
industry-wide data on the amounts paid 
out in death benefits, matured endow- 
ments, annnity payments, surrender val- 
ues, disability payments, and policy divi- 
dends, each by type of insurance— 
ordinary, group, or industrial—whenever 
applicable. A quarterly compilation is 
made on a by-state basis of death benefits 
paid for each type of insurance. Infor- 
mation is also collected on death benefits 
resulting from motor vehicle fatalities. 

With the exception of the. motor ve- 
hicle fatalities study, all of these surveys 
have been conducted regulariy for more 
than ten years. They thus provide good 
data for those interested in the post-war 
trends of these characteristics of the life 
insurance business. 


Annual Surveys 

Annual surveys cover topics of interest 
for which there are no data or insufficient 
data in the annual statement. The subject 
matter of these surveys includes such 
things as insured pension plans, extra- 
rate life insurance, causes of death among 
policyholders, the earning rate on in- 


vested funds, lapse and surrender ratios, 
insurance in force by states, living bene- 
fits by states, and insurance in force on 
women. The results of these surveys ap- 
pear in the Fact Book. 

The larger surveys (in terms of num- 
ber of questions involved or number of 
companies reporting) are tabulated on 
punch card equipment, and the situation 
with regard to the availability of special 
breakdowns is similar to that outlined 
for data from the annual statement tabu- 
lation. Some of the smaller surveys are 
hand tabulated, and the flexibility with 
regard to breakdowns achieved in a 
punch card operation is therefore some- 
what reduced. 

The nature of the information obtained 
through tabulation of the companies’ an- 
nual statements and the numerous ques- 
tionnaires sent out may be characterized 
as financial or descriptive of the com- 
panies’ operations. In effect, the Insti- 
tute obtains industry-wide balance sheets, 
income statements, and insurance ac- 
counts. 

An entirely different body of data is 
obtained through the utilization of sample 
surveys of the population. Here the 
emphasis is on “who” rather than “how 
much,” i.e., who owns life insurance? 
What are the characteristics of policy- 
holders vs. non-owners? What are peo- 
ple’s attitudes toward life insurance? The 
industry-wide totals may be thought of 
as the macrocosmic view of insurance, 
while the information obtained through 
sample surveys may be regarded as the 
microcosmic view of insurance. 

Both types of data are important and 
serve to complement each other. The in- 
dustry-wide totals provide a handy means 
of measuring the growth of life insurance 
and of studying the role of life insurance 
in the economy as a whole. Sample sur- 
veys provide insights into the patterns of 
life insurance ownership on the family 
level and the manner in which life insur- 
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ance is utilized in the security arrange- 
ments of the family. 

Many have long been interested in the 
demographic and other characteristics of 
policyholders and the patterns of their 
ownership, and there seems to be an in- 
creasing interest in this type of research. 
Needless to say, the Institute hopes to 
keep pace with the rising emphasis in 
this area of investigation. 

The Institute’s earliest endeavors in the 
field of consumer motivation go back to 
1947 when the Survey Resear er 
of the University of Michigan was con- 
tracted with for 400 special tabulations of 
two life insurance questions asked in the 
Survey of Consumer Finances, a nation- 
wide sample survey conducted by the 
Center for the Federal Reserve Board. 
These tabulations showed variations in 
life insurance ownership and the amount 
of premiums paid in terms of such char- 
acteristics of spending units as income, 
age, education, and occupation. This 
spending unit basis is an economically 
refined concept of the family. Similar 
studies were carried out through 1953, 
but the insurance questions were omitted 
in 1954 and 1955. 

As a result of this omission, in 1955 
arrangements were made with the Sur- 
vey Research Center for a special survey. 
This was a large-scale operation, based 
on a nationwide sample, with numerous 
questions designed to elicit attitudes to- 
wards life insurance as well as various 
details of ownership. It is believed that 
this was the first nationwide sample sur- 
vey devoted extensively to life insurance. 

The interviewing was carried out late 
in 1955, and the tabulations and analysis 
were completed in the summer of 1956. 
Data on the types of life insurance owned 
and the amount of individual life insur- 
ance owned by individuals and families 
with different economic and demographic 
characteristics came from this survey. In 
addition, information was developed on 


some of the attitudes people have towards 
life insurance and the influence of these 
attitudes on life insurance ownership. 
Some analysis was also undertaken to 
determine the effect of pension plans, 
social security, and group life insurance 
on the ownership of individual life in- 
surance. 


In 1957 the Su Consumer _Fi- 


nances included a number of life insur- 


ance questions, and we again contracted 
for special tabulations. These should be 
available early in 1958. 


Publications 

What becomes of all this information? 
Much material appears in the form of 
news stories, but the Division of Statistics 
and Research does publish most of its re- 
sults in statistical format as well. 

The most important publication is the 
Life Insurance Fact Book. This publica- 
tion is a source book of life insurance data 
and appears annually in June or July. One 
hundred thirty-five thousand copies have 
been distributed this year. 

The results of the special survey of life 
insurance ownership was published in 
February, 1957 under the titlke—The Life 
Insurance Public. Copies are still avail- 
able to those interested. 

The special tabulations from the Survey 
of Consumer Finances have appeared in 


a series entitled Life Insurance Ownership 
Among American Families—followed by 


the year in which the survey was con- 
ducted. There are eight of these, 1947- 
1954 inclusive. Some copies of the more 
recent ones are still available. 

The Institute’s regular monthly publi- 
cation is the Tally of Life Insurance Sta- 
tistics. This contains the results of a re- 
cently-completed survey or a tabulation 
from the annual statements. 

Another series of publications is re- 
ferred to under the general title of state 
booklets. These are booklets summarizing 
the available data on life insurance as it 
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pertains to a particular state. Such items 
as insurance in force, purchases of ordi- 
nary life insurance, death and living bene- 
fits, life insurance premiums, and mort- 
gages held in the state are presented, as 
well as data on the companies incorpo- 
rated in the state. These booklets came 
into being because there was no other 
way to conveniently obtain all the data 
about a particular state. The Fact Book 
each year has space for only the current 
year’s distribution by state, so to obtain 
information for a series of years it was 
necessary to utilize a number of Fact 
Books. To date nine state reports have 
been published: New York, California, 
Iowa, Florida, North Carolina, Illinois, 
Wisconsin, and Oklahoma. Six more are 
in progress: Arkansas, Massachusetts, 
Pennsylvania, Ohio, Oregon, and Indiana. 

From time to time, the Division of Sta- 
tistics and Research also publishes spe- 
cial reports on particular subjects. One 
such publication is Life Insurance Buy- 
ing, which presents the results of studies 
conducted by the LIAMA on the charac- 
teristics of buyers of ordinary life insur- 
ance. Another special publication is The 
Growth of Life Insurance Company Mort- 
gage Investments in Recent Years which 
presents in convenient form a great deal 
of data on the life insurance companies’ 
activities in the field of mortgages in the 
post-World War II period. 


Related Research 


The Division of Statistics and Research 
is also active in two areas that are not 
part of life insurance per se but are di- 
rectly related to it. One is general eco- 
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nomic data, and the other is the area of 
vital statistics and population data. 

The Institute since its beginning has 
kept abreast of the economic implications 
of the life insurance business and for 
many years has issued a monthly news 
release of economic interpretation. The 
statistical division’s economic section 
helps gather and checks the material used 
in this release and answers many requests 
for economic data of various kinds. 

Since mortality tables are such an in- 
tegral part of the life insurance business, 
the statistical division receives many re- 
quests pertaining to the whole area of 
vital statistics — death rates, birth rates, 
marriage rates, and so on—and to popula- 
tion and demographic data in general. 

Sources for economic and vital statistics 
information consist of government publi- 
cations, actuarial studies, and data from 
other authoritative organizations. A li- 
brary of these materials is maintained, 
and the staff manages to answer a high 
percentage of the questions received. 

In keeping with the Institute’s slogan 
of “a central source of information about 
life insurance to the public,” the Division 
of Statistics and Research may be con- 
sidered as a central source of life insur- 
ance statistics. Among the Institute’s 
many publics, few are as important as 
university teachers of insurance because 
of the large quantity of original research 
such persons undertake and because of 
their role in instructing others about life 
insurance. It is hoped that this review 
will enable the Institute to serve teachers 
more effectively in both of their capa- 
cities. 


INFORMATION SERVICES 
ALFRED CRANWILL 
Institute of Life Insurance 


The Information Division is a service 
unit of the Institute that is extensively 


engaged in aiding insurance students and 
others in organizing, setting up, and 
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carrying out research projects. The Divi- 
sion is charged with the responsibility for 
gathering, storing, and utilizing pertinent 
printed material relating to the life and 
health insurance business. This reservoir 
of information is contained in the Library 
unit and in the Information Reference 
Files unit. 


Library Service 


Let’s begin with our library services. 
First, most insurance teachers ‘are ‘ac- 
quainted with A List of Worthwhile Life 
Insurance Books. This publication also 
includes a section on health insurance. 
This is a selection of books currently 
available from commercial publishers or 
other sources. The author, title of the 
book, cost, and a brief statement about 
the nature of the book are supplied for 
over 160 different titles. These are 
grouped into different areas such as: 
Basic Textbooks, Business Life Insurance, 
Health Insurance, and Actuarial and 
Mathematical Science. Over 7,500 copies 
of this booklist have been distributed dur- 
ing the past year, mostly on a single copy 
basis. It is prepared annually and distri- 
buted free, in January. 

Another publication in which the 
Institute librarian, Elizabeth Ferguson, 
participates as editor, along with insur- 
ance company librarians, the Librarian of 
the Insurance Society, and the Library of 
the Department of Health, Education and 
Welfare, is the “Insurance Book Reviews.” 
This is published by the Insurance Divi- 
sion of the Special Libraries Association. 
It records most of the new publications on 
all types of insurance. If the reader is not 
already acquainted with it, he may wish 
to examine it further by contacting Miss 
Agnes Brite, Librarian of the New Eng- 
land Life in Boston, who is the managing 
editor. Ten issues are published each 
year for $3.50. 

The Institute Library works closely 
with the publishers of the Industrial Arts 


Index in making up its subject heading 
categories. This reference is a yearly sub- 
ject index to a selected list of engineer- 
ing, trade, and business periodicals. A 
total of 69 pages are filled with refer- 
ences on the whole field of insurance. 
Approximately ten pages of references are 
devoted to life insurance subjects on al- 
most every phase of the business. Begin- 
ning in 1958 this all-inclusive periodical 
reference index will be divided into two 
volumes: (a) Applied Science and Tech- 
nology Index, and (b) Business Periodi- 
cals Index. 

The Librarian of the Institute, together 
with a committee of the Special Libraries 
Association, recently compiled the Na- 
tional Insurance Organizations of the 
U.S. This is available from the Special 
Libraries Association located at 31 Easi 
Tenth Street, New York 3, New York, for 
$3.50. This lists all types of insurance 
associations, their addresses, names of ex- 
ecutive or corresponding officers and also 
includes a statement of purpose of each 
association and gives information about 
their publications. 

In addition to these published reference 
sources the Institute makes other services 
available through the Information Divi- 
sion. The Library contains many bound 
volumes, but not all of the books relating 
to life and health insurance. The Library 
staff welcomes the challenge to identify or 
locate any publication desired. This is 
accomplished by being constantly in 
touch with company libraries, association 
libraries, public, and special libraries. Ex- 
tensive back files of various association 
proceedings are maintained in our library 
for reference purposes. 


Reference Service 


The Reference Files unit contains ap- 
proximately 1,000 different subject files. 
These have been built up over the 19 
years of the Institute’s existence. They are 
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tapped frequently, and many graduate 
students (not only in the New York area 


but from more distant points) make use 
of these files by coming in for one or more 
visits. 

Bibliographies on several different life 
insurance subjects have been prepared 
and are made available upon request. 
For example, several companies have pre- 
pared and published their own company 
histories. These are compiled in a list 
which is available when this topic is the 
subject of inquiry. 

In addition to the Institute’s publica- 
tions, the division maintains approxi- 
mately 100 different non-Institute pamph- 
lets and reprints. These are available as 


The Research Facilities of the Institute of Life Insurance 


supplementary material on many differ- 
ent subjects such as the variable annuity, 
investment aspects of life insurance, rank- 
ings of companies, department of defense 
pamphlets on Servicemen’s benefits, Vet- 
erans Administration material, and sev- 
eral health insurance pieces, to mention 
only a few. 

We enjoy working with your students 
who are seeking background material, 
specific data, and other assistance. A 
letter addressed to the Institute of Life 
Insurance on any subject or area of in- 
formation will be promptly handled by 
the correct division and answered by the 
most qualified member of our entire Insti- 
tute staff. 


HEALTH INSURANCE INSTITUTE SERVICES 


James R. 


Health Insurance Institute 


In the past twenty years health insur- 
ance as a voluntarily-accepted method of 
financing medical care has become an 
integral part of the nation’s economic, so- 
cial, and political life. Today voluntary 
health insurance is the means by which 
nearly 75 per cent of the people of the 
United States help finance their hospital 
and doctor bills. By the end of 1957, 
nearly 123 million people will be insured 
through some form of health insurance. 
Of this, more than 70 million—over 56 
per cent—are insured by programs pro- 
vided by insurance companies. The 
American people are being paid 7 million 
dollars a day in health insurance benefits 
—2% billion for the year 1957—from poli- 
cies issued through the more than 700 in- 
surance companies writing accident and 
sickness insurance. Because of this in- 
creased interest in health insurance by 
the public, a little more than two years 


ago the associations within the business 
were consolidated and two new organiza- 
tions were established to serve the busi- 
ness and the public. These are the Health 
Insurance Association of America and the 
Health Insurance Institute. 


Orizi 

When the Health Insurance Association 
of America, a trade association today 
representing 265 companies, was estab- 
lished, the constitution provided for the 
establishment of the Health Insurance In- 
stitute as the public relations instrumen- 
tality of the health insurance interests in 
the insurance business. The Health Insur- 
ance Institute was established in associa- 
tion with the Institute of Life Insurance 
in order that the public relations program 
of the health insurance business could 
be accelerated by drawing upon the ex- 
perience and facilities of the Institute. 
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Through its research program, the Insti- 
tute is developing information about 
health insurance policies and services of 
insurance companies for distribution to 
newspapers and magazines as well as to 


free lance writers, editors, and publishers. 


Functions 


In cooperation with the Information 
and Research Division of the Health In- 
surance Association of America, the In- 
stitute makes regular reports on such 
items as numbers of people insured by in- 
surance companies, amounts of money 
paid out in the form of benefits through 
insurance company policies, broadening 
of benefit levels of insurance company 
policies, and the development of new pol- 
icies such as major medical insurance, and 
trends and growth patterns. 

Another important area is the field of 
education. In September, 1957 a special 
project was developed for students in sec- 
ondary schools all over the country. For 
many years “Blueprint for Tomorrow,” an 
educational kit of teachers’ aids and stu- 
dents’ material, has been published by the 
Institute of Life Insurance. This year a 
section on health insurance was added to 
“Blueprint” and presents a typical ex- 
ample uf how the two Institutes coordi- 
nate their efforts. 

For several years The American Asso- 
ciation of University Teachers of Insur- 
ance has worked closely with the Associa- 
tion of Casualty and Surety Companies, 
the National Board of Fire Underwriters, 
and the Institute of Life Insurance in pre- 
paring special kits for college students in 
insurance courses to give them a more 
practical understanding of their subject. 
This fall the Health Insurance Institute 
joined these organizations in this project 
and was responsible for the accident and 
health section of the kits. 

An important public in health insurance 
is the homemaker. In cooperation with 
the Women’s Division of the Institute of 


Life Insurance, the Health Insurance In- 
stitute is presently making available to 
women’s groups and other consumer or- 
ganizations throughout the country a 
pamphlet called “ABC’s of Health Insur- 
ance.” This has just been released and 
the initial reaction has been most gratify- 
ing. This too should be helpful in creating 
a better public understanding about 
health insurance and the role of insurance 
companies in this area. 

Another important public to health in- 
surance are the doctors and hospitals. For 
many years the health insurance business, 
through the Health Insurance Council, 
has been conducting a special public re- 
lations program for these two important 
groups in the health care field. The Insti- 
tute serves as the public relations adviser 
to the Council. Insurance teachers have 
seen the report of the Council about the 
number of people covered by all forms of 
health insurance. It is moving forward in 
an educational program for doctors and 
hospitals about claim forms, along with 
several information projects now under 
way. 

The Institute has been privileged to be- 
come a member of the Coordinating Com- 
mittee as participants in the summer fel- 
lowship program of The American Asso- 
ciation of University Teachers of Insur- 
ance. 


Reference Services 


There are several other areas of opera- 
tion in which the Institute is most inter- 
ested in serving. In the past year, the In- 
stitute has received many requests from 
students in colleges asking for specific 
help on particular aspects of health insur- 
ance. These are welcomed. In some cases 
it is not possible to supply direct informa- 
tion on the subject requested, but the 
Institute has been able either to obtain 
the information for the student or put 
him in contact with certain people in the 
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business who are specialists and can pro- 
vide answers to specific questions. 

Because of the relationship with the 
Health Insurance Association of America, 
the Health Insurance Institute has been 
given the opportunity of distributing to 
insurance professors copies of many of the 
papers presented at the seminars held by 
the Association on both group and indi- 
vidugl insurance subjects. Because of the 
rapid growth of health insurance and the 
contmual changes being made, the cur- 
rent thinking and progress being made by 
siness is reflected in these reports. 
xample, at the recent Individual 
F of the Association there were fine 
papers presented on the problems of issu- 
ing hospital insurance for senior citizens, 
new developments in writing impaired 
risks, major medical insurance, refine- 
ments in hospital insurance, and various 
other underwriting subjects. These were 
made available to the members of The 
American Association of University 
Teachers of Insurance. 


Even though much progress has been 
made in the health insurance field in 
broadening and extending the benefit pat- 
tern and improving the services, the very 
nature of health insurance calls for a con- 
tinuing study of the broad field of medical 
care financing. Through the Health Insur- 
ance Institute and the Health Insurance 
Association of America—representative of 
the insurance companies in the health in- 
surance field—studies are now under way 
relating to the personal medical bills of 
the American people, public attitudes to- 
ward health insurance, the evolution of 
medical care, needs of various population 
and age groups, and many more related 
subjects. 

Through these studies, which will be 
made available to the business and to the 
public, the nation’s insurance companies 
will be able to give even greater service 
to the American public through voluntary 
health insurance. 
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CRITIQUE OF AMERICAN AGENCY SYSTEM 
ROGER KENNEY 


United States Investor 


Almost any competent and unbiased 
student of trends in the property-liability 
insurance business will concede that there 
is great danger in taking the American 
agency system in its present form for 
granted. The widespread and radical 
changes witnessed in the buying habits 
of the American public over the past gen- 
eration or so suggest caution in evaluat- 
ing its role. 

To get right down to basic causes, first 
consideration will be given to the matter 
of specialty company competition which 
has loomed so ominously in the past ten 
years and is becoming more alarming 
with each passing day. The specialty com- 
panies constitute the most serious threat 
to the continued existence of the Ameri- 
can agency system since it was founded 
150 years ago. Due to the activities of 
these specialty writers, the changes that 
have been wrought in the methods of 
distribution of property-liability insur- 
ance are so far-reaching as to cause con- 
siderable unrest and anxiety within the 
ranks of the American agency system. 
Unmistakable evidence of this is found 
in the fact that a few years ago—before 
the three top independents reached their 
present stature wherein they collectively 
insure more than ten million cars and 
earn over $600 million of automobile pre- 
miums — one of the outstanding leaders 
in the National Association of Insurance 
Agents, in a burst of frankness and not a 
little desperation, bewailed the inability 
of agents to accomplish anything con- 
structive with the large stock companies. 


He went on to issue this warning: “Unless 
major corrective measures are undertaken 
by those in position to do so, the pres- 
ently waning agency system of insurance 
distribution faces complete disintegration 
in many areas of our business, and a per- 
petual state of agency impotence in those 
areas wherein we continue to operate.” 
Then, waxing eloquent on the plight of 
the agents, he urged immediate and force- 
ful action within the American agency 
system, saying: “If we don’t take the 
trouble to preserve our business, I am sure 
that our direct writing competitors won't 
care. Right now, they chuckle at our in- 
difference, our helplessness. Dear Lord, 
when will we awaken?” 

Shortly after the above statement was 
made, the author warned the spokesman 
for the National Association that it is of 
little avail for agents to try to shift the 
whole burden of responsibility in meeting 
the competition of these specialty writers 
to the shoulders of the companies with the 
cry that if only the latter will bring the 
cost of their coverage within ten to twelve 
points of that of the direct writers, the 
American agency system will be saved. 
It is apparent to even the casual observer 
that the fortunes of that system are in- 
extricably bound up with those of the 
companies which its members represent. 
In short, any rescuing of the American 
agency system which is to be attempted 
must take on the nature of a cooperative 
effort—with give and take on both sides. 
Applied to the terrifying competitive situ- 
ation at hand, this simply means that 
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there will have to be a meeting of the 
minds in company-agency circles on the 
whole problem of administrative and ac- 
quistion costs—and a more receptive 
attitude, so far as agents are concerned, 
toward the continuous policy, direct com- 
pany billing, payment in advance, and a 
reduction in the commission allowance in 
those lines most seriously affected by 
specialty company competition. 

These words, when first uttered by the 
author some years ago, provoked a storm 
of protest from agency ranks—leading the 
writer to believe he stood almost alone in 
his views. The support forthcoming from 
company ranks was rather meager — for 
obvious reasons. But this is not to say 
that there was no raising of the voice in 
executive circles. One of the staunchest 
adherents of this thinking was Hawthorne 
K. Dent, the chief executive officer of the 
General America Companies. In a mem- 
orable address before the Oregon Associa- 
tion of Insurance Agents in 1945, he made 
these pointed remarks: 


“I will say to you, Mr. Local Commis- 
sion Agent, your survival depends more 
upon the combined loss and expense ratio 
of your companies than upon your com- 
mission ratio. You can juggle figures 
around, alibi, ‘resolute,’ threaten, protest, 
boycott. But when you put it through the 
acid test of thought, reason and logic, 
there will be no other answer. : . . 

“The American Agency System is the 
most expensive method of production. In 
order to survive, it also must be the most 
efficient. Unless it can produce the busi- 
ness at a lower, or at least as low a loss 
ratio, as direct production, how long do 
you think it can survive? . . . Remember, 
you are professionals and must produce 
the business on a competitive basis!” 
The author has persisted in his stand 

to the present day—that the business of 
insurance is one of averages wherein the 
losses suffered by the few are paid for by 
the many; that the rating structures of the 
property-liability business reflect that phi- 
losophy; and that when any substantial 


group of companies chooses to distort 
these averages by skimming off the cream 
of the risks, then the bureau companies 
operating under the American agency sys- 
tem are faced with the serious question as 
to what to do. The answer to this ques- 
tion is exactly what the National Bureau 
of Casualty Underwriters found when it 
made its original study of direct writer 
competition three or four years ago—al- 
though not quite daring to make its find- 
ings public. That is, adopt the methods 
and procedures of the specialty companies 
so far as it is practicable in the company- 
agency type of operation. It appears that 
sooner or later the agency companies 
writing broad lines will have to separate 
that portion of their business requiring 
infrequent and limited service from that 
requiring constant study and attention, 
and then proceed in the case of the former 
to make competition with the specialty 
companies really worthy of the name. 

So far as the automobile liability and 
dwelling lines are concerned, the sooner 
the agents realize that they are faced with 
the choice of half a loaf or no loaf at all, 
the better off they will be. For, when all 
is said and done, the property-liability 
industry is now concerned with a mass 
distribution problem in essential lines. 
The masses have turned in recent years 
to mass buying, which means “cash and 
carry.” They leave the matter of personal 
service to the fancy folks or “carriage 
trade” who are willing to pay for it. 


Solutions to Agency System 
Problems 

With each passing day it is becoming 
more evident that the continued existence 
of agents who are members of the Ameri- 
can agency system will hinge largely upon 
their ability to reach some common 
ground upon which they can work with 
their companies. By the same token, the 
companies represented by these agents, 
if they are to be successful in meeting 
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specialty company competition, will un- 
doubtedly be forced to make some radi- 
cal adjustments in their present methods 
of marketing dwelling and automobile 
coverage. They must bring underwriting 
and administrative costs in line with those 
of the specialty companies. 

What specifically can and should be 
done by the companies and their agents 
to meet this serious threat to the survival 
of the American agency system in an im- 
portant area of operation? The writer 
advocates adopting the methods and pro- 
cedures of the specialty companies which 
include, among other things, the continu- 
ous policy, direct company billing, pay- 
ment in advance, and a reduction in com- 
missions on those lines requiring little 
service, such as automobile liability and 
dwelling house coverage. Advocacy of 
any one of these has been enough in past 
years to cause the author to be branded 
in many agency circles as an unrestrained 
heretic. Advocacy of them all has put 
me in the same category as the music 
critic who deigned a few years ago to 
criticize the musical talent of a young 
lady then residing in the White House. 
And perhaps it is because of the latter 
situation that I am not particularly hope- 
ful that my full program of revolutionary 
changes in the relationship between the 
agents and the companies will come to 
pass on any such broad scale as to im- 
prove measurably the sad plight in which 
the American agency system finds itself so 
far as the mass markets are concerned. 

Let us consider for a moment the sug- 
gestion that continuous policies and direct 
billing be adopted. Class rated subjects 
such as private passenger cars and pri- 
vately owned dwellings require the least 
service, thereby making them what may 
well be described as prime targets for the 
specialty writers. Research by outstand- 
ing agency companies in both the stock 
and mutual group has shown that in these 
lines—and others equally simple to 


handle — a better merchandising job can 
be done by eliminating duplication in the 
handling and processing of transactions. 
To get down to cases, it is obvious that 
dwelling and automobile policyholders do 
not need a brand new and handsomely 
printed policy every year—or every three 
years. Furthermore, there is no justifica- 
tion for an accounting of the policyhold- 
er’s premium by both the company and 
the agent. In short, custom alone is re- 
sponsible for many agents typing, rating, 
and billing renewals — and custom is a 
poor competitive tool when it comes to 
meeting the streamlined operating and 
merchandising methods of these direct 
writers which have recently entered the 
insurance business using chain store 
methods of distribution. 

It would seem that mere mention of 
these and other advantages of the con- 
tinuous policy and direct company billing 
—to say nothing about payment in ad- 
vance—would be enough to convince the 
leaders in agency ranks that therein rests 
a goodly part of whatever hope of salva- 
tion the American agency system has in 
the automobile and dwelling lines. But 
no! In fact, even though many agency 
leaders concede that no useful purpose is 
served by issuing a completely new policy 
whenever insuranee expires; even though 
they concede that the same end can be 
achieved by sending the insured a notice 
of premium due with the stipulation that 
the policy shall be automatically con- 
tinued in force so long as the insured pays 
the premium within a certain period after 
the renewal date; even though they con- 
cede that the continuous policy »vould 
eliminate much of the bookkeeping and 
typing at the agency level; and even 
though they concede that policies “not 
taken” (which is free insurance for a 
period) would be eliminated, they still 
maintain that the disadvantages outweigh 
the advantages in such a scheme. 
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Resistance to Corrective Action 

And when you question these leaders in 
an effort to have them identify these dis- 
advantages, you will find that they all cen- 
ter around that fetish of owzership of ex- 
pirations which they describe as “the key- 
stone of the American agency system and 
the greatest single factor in the inde- 
pendent contractor status which the agent 
enjoys.” In other words, the contention 
of these agency leaders is that no action 
by the companies should be condoned by 
the agent if such action in any way seems 
to the agency forces to impinge upon the 
legally-recognized rights of the agents to 
ownership of expirations. From this, it 
would seem that that part of the Ameri- 
can agency system represented by the 
National Association of Insurance Agents 
had set itself up as the sole arbiter of what 
constitutes impinging upon the sacred 
right—with no thought of the welfare of 
the companies or of the public they in- 
sure. 
This attitude is the ultimate in short- 
sightedness and unwillingness to face the 
facts of life as they exist in the competi- 
tive situation now prevailing between the 
agency companies and the specialty un- 
derwriters. What is particularly amusing 
—and at the same time tragic—is that the 
N.A.LA. and various state agents’ associa- 
tions have tried to give a public interest 
angle to their position by stating, in effect, 
that all good things must come to an end 
and the term for which an insurance 
policy is written is no exception. 

Following this line of thought, much is 
made of the fact that when an insurance 
policy expires, a stock-taking moratorium 
is granted to all three parties concerned— 
the company, the agent, and the assured. 
This affords an opportunity to determine 
whether the insurance which is expiring 
is as broad or as adequate as it should be 
and whether the assured wishes to place 
the coverage with another company. In 


short, the leaders in the N.A.L.A fear that 
the widespread adoption of the continu- 
ous policy will only lead the agent “to 
take his client for granted.” 

Seriousness of the Problem 

All this may sound convincing at first 
blush, but one doesn’t have to be too well 
acquainted with the actual facts as to the 
continuing relationship of the agent to the 
insured in the automobile and dwelling 
lines to realize that a pretty picture is 
being painted that simply does not exist. 
If there is any doubt in your mind on 
this, just refer to that much publicized 
survey made a few years ago by the 
American Home Magazine among 2,556 
members of the American Home Con- 
sumer Panel. Replies received from 1,815 
members revealed that altogether too 
many local agents are not making the 
effort they should to preserve their com- 
petitive position in either the dwelling or 
automobile lines. The fact of the matter 
is that only 26.81 per cent of those re- 
plying to the questionnaire had been per- 
sonally solicited by a local agent within 
the previous six months for their property 
or liability insurance. 17.34 per cent 
hadn't been solicited by a local agent for 
a period of six months to a year. 

From the above figures, it would seem 
that a goodly number of agents are doing 
a whole lot worse than merely “taking 
their clients for granted”! They are de- 
faulting in their grave responsibility to 
look after the best interest of their existing 
clients; and, in so doing, they are making 
a mere mockery out of the much vaunted 
“service” of the American agency system. 

The attitude of the general run of local 
agents towards their clients doesn’t pre- 
sage any immediate and radical change 
in the direction of continuous policies, 
direct billing, and payment in advance— 
but rather a continuance of the status 
quo, with much talk and little action in 
the way of lending real substance to this 
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thing called “service” on which the Ameri- 
can agency system is staking its hope of 
survival in the mass market lines. It is 
the exception among local agents who 
pays much attention to the homeowner or 
automobile owner once he has sold him 
a policy—unless, of course, the policy- 
holder has suffered a loss or has become 
involved in an automobile accident. The 
slogan among all too many agents is “no 
news is good news” from the policy- 
holders—until the time rolls around for 
renewal. And then what happens? In all 
too many instances a bill for renewal is 
sent out, without any effort having been 
made to ascertain whether present cover- 
age is adequate or meets the policy- 
holder’s current needs. If the policyholder 
remits without comment, as so many do 
these days, then the agent sits back with 
the mistaken idea that the sage who wrote 
the slogan that “time is money” had in 
mind only renewal time. 


Flat Cancellation 


But what happens if the policy is re- 
turned or is not accepted? That is a sad 
story so far as the companies are con- 
cerned. For, this contingency arises often 
enough to cost the companies a substan- 
tial amount. Paul F. McKown, vice presi- 
dent of the St. Paul Group, in a recent 
address before the California Association 
of Insurance Agents, pointed out some 
startling facts on this problem of agents 
who drag their feet on collections or who 
order renewals “as is” without taking the 
trouble to ascertain from the insured 
whether or not the renewal is even 
wanted. Mr. McKown testified that: 

“This unwholesome practice is partly re- 
sponsible for the often discussed flat can- 
cellation evil; one of the most costly areas 
in our whole business. One large company 
group, after brief study, discovered that 
at the pace return premiums had mounted 
within its operations, it was retaining no 
more than 68%% of every gross premium 
it wrote. This cancellation had nothing to 


do with reinsurance. Nor did it include 
policies that were spoiled in typing. It 
means that 314% of the business which is 
processed went out the window primarily 
as the result of cancelled policies. Return 
premiums resulting from reduced rates and 
reduction in policy amounts, of course con- 
tributed somewhat. 
“Unfortunately, this particular company 
had not yet determined the amount of its 
return premiums that resulted from flat 
cancellations alone, but it believes them to 
be a substantial part of the 31%%. There 
have been calculations by others who have 
estimated their flat cancellations as repre- 
senting as much as 20% or 25% of all pol- 
icies written. The Board of Fire Under- 
writers of the Pacific studied the problem 
some time ago and figured that 14% of all 
policies of its member companies were can- 
celled flat—and that this resulted in an 
unnecessary to the companies in 
Board territory alone of about $2 million 
a year. These costs are staggering—over 
one-eighth of all business done. And don’t 
forget how much of this wasted expense is 
borne by the agents and brokers as well! 
“People who support the theory that flat 
cancellations are a necessary device in our 
business, costly though they may be, lay 
themselves open to strong argument in 
favor of the much maligned practices of 
continuous policies and direct billing.” 
High Cost of Operation 

Add this increased and unnecessary 
cost of doing business to such other in- 
direct and unjustifiable costs as the dupli- 
cation in accounting and billing; the 
duplication in handling coverages on each 
anniversary as insurers recompute rates 
in an effort to handle the business; the 
disregard of the cost factor involved in 
the constant clamor of the local agents for 
help and advice in such matters as rating, 
risk inspection, explanation of forms, to 
say nothing about the frequent demand 
upon the companies to have their special 
agents actually participate in the solicita- 
tion of risks (even as simple as the home- 
owners’ policies), and perhaps it is clear 
why the specialty underwriters have such 
a price advantage over the agency com- 


panies. And make no mistake about it, 
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this price advantage is both real and sub- 
stantial! 

In a recently published letter to agents, 
Harold Evans, President of the American 
Casualty Company, cited figures to show 
that if the 75 cent premium dollar (on 
which the direct writing specialty com- 
panies operate on the average) is adjusted 
to a 100 cent dollar basis, it will be found 
that for the five years ending December 
31, 1955, a representative group of inde- 
pendent agency and captive agency direct 
writers were able to operate at a 32 per 
cent savings as compared with a repre- 
sentative group of stock agency compa- 
nies. And also significant is the fact that 
the total operating expenses (including 
commissions and taxes ) of the direct writ- 
ing companies were just half as large as 
those of the stock agency group. Further- 
more, because of their practice of accept- 
ing only preferred business, the total loss 
and loss expense factor of the direct 
writers was 23 per cent less than the stock 
companies. As a consequence, while the 
stock companies over the five-year period 
ending December 31, 1955 registered a 
one per cent operating gain, the non- 
agency companies, after providing a 25 
per cent rate differential to policyholders, 
still ended up with a profit of 10 per cent. 
And be it noted that the above is predi- 
cated on an average savings to policy- 
holders of 25 rer cent notwithstanding 
the fact that on certain classes of business 
discounts of as much as 40 per cent are 
granted. 

Do you wonder now that there has 
been a marked disposition of late on the 
part of executives of the stock-agency 
companies to “speak right out in meeting” 
—as we say in New England—throwing 
to the four winds their former reserve on 
any and all subjects which might lead to 
a questioning attitude by short-sighted 
agents as to their loyalty to the American 
agency system? One of the most coura- 
geous addresses of this nature was that 
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delivered by William T. Harper, Chair- 
man of the Board and President of the 
Maryland Casualty Company, before the 
Joint Annual Meeting of the National As- 
sociation of Casualty and Surety Execu- 
tives and the National Association of 
Casualty and Surety Agents in October, 
1957 at White Sulphur Springs. Mr. Har- 
per stated: 


“To the best of my knowledge ours is 
the only business or industry in all of the 
United States, in the entire history of the 
United States, that has failed to reduce its 
costs of distribution as volume of business 
has risen. And so I say—our choice is in- 
escapable. If we wish to retain our share 
of the market, we must lower our costs. 
There is no alternative. 

“But in our case, simply meeting price 
is not enough. We are faced with a com- 
petitive system of mass marketing which is 
based on a high incidence of personal calls 
and personal salesmanship. Personal sales- 
manship, coupled with a price appeal, is a 
combination which in my considered opin- 
ion cannot be successfully combated ex- 
cept on its own terms. 

“It is no secret to any of us that there 
are certain situations where the agent's 
commission has risen out of all proportion 
to the service performed. This is particu- 
larly true in some localities with severe 
loss experience, where the rates on cer- 
tain lines have multiplied in the last few 
years. The net result is that the agent's 
commission has climbed rapidly with little 
additional effort or expense on his part. In 
the long run, this is inevitably reflected 
in a diversion of business to our competi- 
tors.” 


Commissions 


To this latter statement about commis- 
sions, John A. Diemand, President of the 
North America Companies, might well 
utter a fervent “Amen.” For a number of 
years, his companies have been following 
the policy of filing rate deviations on the 
basis of a lower expense factor in the 
dwelling fire line—a situation which has 
brought into sharp focus the question 
whether commissions and rates should be 
bound up together on the theory that 
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commissions are the principal item of ex- 
penses on which a differential can be 
shown. 

There is no need to go into a discussion 
here of the almost endless court actions 
and hearings on the important question 
bearing upon the sacred cow of commis- 
sion rates. Suffice it to say that as the re- 
sult of the recent ruling of former Super- 
intendent Holz of New York in the famous 
NYFIRO case, it is now pretty well con- 
ceded that this philosophy first expressed 
by Mr. Diemand in an address back in 
1942 is to prevail —that is, “if there is 
sufficient redundancy in the rate to war- 
rant the extension of certain privileges to 
one group of agents in a given status as 
opposed to another group in the same 
status, such excess should be resolved in 
favor of the assured through a reduction 
in the rate for the insurance desired.” 

The point in all this is that with the 
passing of years there has been more and 
more disposition among stock-agency 
company executives to wei j 
j i and take 
a bold stand in favor of the public when 
commissions get out of line. While it isn’t 
generally appreciated today in agency 
ranks, the same philosophy will be ex- 
tended—rather indirectly, to be sure, but 
nevertheless effectively — by the regula- 
tory authorities to apply to those lines 
which have attained a mandatory status. 
This refers not only to automobile insur- 
ance, where financial responsibility and 
compulsory laws force the owner to pur- 
chase coverage, but also the dwelling 
house line where a home without a mort- 
gage is indeed a rarity in these days when 
America lives by the month. 

It could be, therefore, that the regula- 
tory authorities will aid in saving the 
American agency system from itself. At 
least, that is the impression one gets from 
the recent action of the Insurance Com- 
missioner of Connecticut in cutting the 
production factor on Class 2 risks in the 


automobile liability line. 

While any mention of a cut in commis- 
sions in the mass market lines is greeted 
by a great roar of disapproval from 
agency circles, there is a good deal of 
stage play in this strategy. The question 
still remains to be answered as to why 58 
per cent of the agents who represent bu- 
reau companies also represent companies 
operating on a lower rate schedule 
wherein the commission dollars must 
necessarily be less. This astounding fact 
is revealed by the recent study conducted 
by the National Bureau of Casualty Un- 
derwriters. This leaves the agent in the 
unenviable position of trying to explain 
why he has two prices for his product and 
whether only the client who complains 
the loudest about rates is given the lower 
priced product. 

Conclusion 

The author wishes that he could say 
that if the American agency system would 
follow his suggested program calling for 
the adoption of many of the procedures 
of the direct writing companies—includ- 
ing a reduction in commissions — there 
would be no question about the stock- 
agency companies returning to their place 
in the sun so far as the mass markets are 
concerned. But, frankness compels him to 
say that even if his program were adopted 
in full—which, incidentally, contemplates 
streamlining procedures on the company 
side, elimination of deadwood in bureaus 
and underwriting pools, and various other 
economies—some high hurdles would still 
remain. 

An attempt to meet the direct writers 
on their own ground is a large order re- 
quiring imitation in three main areas: (1) 
methods; (2) marketing; (3) service. As 
regards imitation of methods, it is well to 
keep in mind that one of the basic tenets 
of the direct writers is careful selection 
of risks. This poses a fine question center- 
ing around the independent contractor 
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status of members of the American agency 
system. In short, how can the average 
stock-agency company hope to impress 
upon its agents the necessity of careful 
underwriting under a system where the 
commission has been reduced and where 
the opportunity still exists to follow that 
time-honored practice of shopping risks 
around among the companies in their 
office? Already this weakness in the plan 
has been discovered among some of those 
companies organized specifically to do 
battle with the direct writers on their 
own battle-ground and with the same 
type of weapons. 

What can be done in the area of mar- 
keting? The governing body of the Na- 
tional Association of Insurance Agents 
recently approved a $2 million advertis- 
ing program to be financed by voluntary 
contributions from its 33,000 members. 
Probably because this sum represents a 
five-fold increase over recent budgets it 
is being ballyhooed the length and 
breadth of the country as the savior of 
the American agency system. It may be 
that before too long a time elapses, the 
membership of the N.A.LA. will be sadly 
disillusioned on this score—finding that 
a $2 million campaign is a mere side bet 
in a game where the stakes are high. For, 
in 1956 the Allstate alone spent a total of 
$5,304,000 on advertising, Nationwide ex- 
pended $1,694,000, and the State Farm 
spent $1,037,000. These advertising ex- 
penditures have increased in 1957 and 
undoubtedly be larger in 1958. State 
Farm has stepped up its program to over 
$2 million, and this does not include 
better than $1 million worth of agent- 
sponsored advertising under a cooperative 
plan with the company. 

As for imitation of service, the inde- 
pendent contractor status of the local 
agent again crops up to haunt members 
of the American agency system in their 
effort to compete effectively with the di- 
rect writers. Of late, some of the larger 


stock agency companies have been offer- 
ing a pledge of service nationwide, prom- 
ising the same personal service as would 
be rendered by the assured’s local agent 
even though the assured be thousands of 
miles from home. This brings up the ques- 
tion as to how willing any local agent will 


be to become identified with any particu- 


lar company among those he represents. 
After all, he is anxious to build up him- 


self—not the companies. In view of the 
emphasis he places upon his independent 
status this is quite understandable. 

By now, it must be apparent that there 
is a rocky road ahead for the American 
agency system in the mass markets of 
dwelling house and automobile coverage. 
The mandatory aspect of many property 
and liability coverages, plus the latter-iay 
trend toward packaging, have brought 
about a situation wherein the much- 
touted matter of agent’s “service” is likely 
‘to prove as impotent to turn back the 
tidal wave of large-scale merchandising 
gs were the open charge accounts and the 


free delivery of the corner grocer in the 
retail field. 


The revolution witnessed in the latter 
field a generation ago is now in full swing 
in the mass markets of the property-lia- 
bility insurance business. And it is going 
to be the same old story here if the Ameri- 
can agency system continues to insist that 
there shall be no concessions made in its 
independent contractor status. The mass 
markets will slip away leaving the Ameri- 
can agency system to concentrate upon 
the commercial field where service stems 
from brains and not from lips. 

To be sure, the word “revolution” 
throws a chill down the spines of mem- 
bers of the American agency system. But 
let them not forget these sage words writ- 
ten of old: 

“Nothing has ever remained of any 
revolution but what was ripe in the con- 
sciences of the masses.” 
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The subject assigned to me is so broad 
that it will be impossible to discuss it 
with any degree of completeness within 
the time available this morning. It has 
been necessary to select a few topics 
which are important as far as the past 
success and possible future of the agency 
system is concerned, and confine our at- 
tention to these matters only. I am well 
aware that many matters which will not 
be touched may be of as much or greater 
importance than those discussed in this 
paper. 

To properly evaluate the life insurance 
agency system, it should be considered in 
its historical setting to see whether it has 
achieved its intended objectives in the 
best and most efficient manner in the past 
and whether it is likely to do so in the 
future. 

Agents are not necessary for life insur- 
ance to exist. Life insurance can be pro- 
vided on a compulsory basis through so- 
cial insurance as are the dependents’ and 
survivors’ benefits in our Social Security 
Act. It can be distributed by salaried 
home office employees as is much of our 
group insurance today. Or it can depend 
on voluntary purchases initiated by those 
persons who feel a need for life insur- 
ance, although this latter method is not 
likely to result in a widespread utilization 
of life insurance. 

Life insurance originated in England 
about 400 years ago and for the first cen- 
tury and a half of its existence was writ- 
ten almost entirely by Lloyds’ type under- 
writers.! Persons who felt a need for life 


1 Harold A. Raynes, A History of British In- 
surance, p. 117, 


insurance voluntarily sought out the un- 
derwriters in the Coffee Houses of Lon- 
don and arranged their own insurance 
contract or had the transaction handled 
by a broker. There is no indication that 
either the underwriters or brokers en- 
gaged in any aggressive selling wherein 
they would seek out individuals who had 
a need for life insurance, convince them 
of this need, and induce them to purchase 
a contract. 

With the establishment of separate life 
insurance associations in the latter half of 
the 17th and first half of the 18th century, 
life insurance began to be written for the 
first time by others than the individual 
underwriters. These associations operated 
primarily on the assessment plan. They 
employed no agents and depended en- 
tirely on advertisements, hand-bills, and — 
the recommendation of old members to 
bring in new subscribers.” 

In 1762 the Society for Equitable As- 
surances on Lives-and Survivorships was 
founded. Now known as “Old Equitable,” 
it is the oldest life insurance company still 
in existence. Since it was the first com- 
pany to use a mortality table and to issue 
a permanent contract at level annual pre- 
miums, it can be said to mark the found- 
ing of modern life insurance.* No agents 
were employed by the Equitable and 
even to this day it has never accepted 
business from an agent. The attitude of 
the company officials was similar to that 
of a banker. If the facilities and services 


2 Cornelius Walford, of Life Assur- 
ance in the United Kingdom,” Journal of the 
Institute of Actuaries, Vol. XXV, p. 114. 


3 Raynes, op. cit., p. 135. 
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were available at an established office, 
those desiring this service would come in 
of their own accord, and it was neither 
necessary nor desirable to engage in any 
type of aggressive selling. On the con- 
trary, it was felt that word-of-mouth rec- 
ommendation of policyholders together 
with prospectuses, hand-bills, and adver- 
tisements which described the insurance 
available and the reasons for its purchase, 
was all that was needed to bring in the 
potential business of the community. With 
little in the way of sales or acquisition 
costs, the Equitable’s returns to policy- 
holders were excellent. Over the years it 
has continued to grow until today it is 
one of the leading English companies, al- 
though its growth has not been as spec- 
tacular as many American companies who 
have used a more aggressive marketing 
system. However, it should be noted that 
for several centuries this bankers’ attitude 
dominated the thinking of many of the 
English companies and even prevails to a 
certain extent today. 

The first use of agents occurred in 1792 
with the founding of the Westminster 
Society. With Old Equitable dominating 
the London market because of its favor- 
able net cost, the Westminster Society 
wisely sought business in the market out- 
side of London. In selecting risks it ob- 
viously was not practical to require 
country applicants to come to London, or 
for company officials to go to them, so 
the Society appointed agents to act for 
them in selecting risks. They were mainly 
concerned with the integrity and judg- 
ment of the men they appointed, so they 
chose bankers, lawyers, or merchants 
who were well acquainted in their re- 
spective communities and in a position to 
secure the needed information to judge 
the insurability of the applicant. The 
Westminster paid these agents a com- 
mission of 5 per cent for performing this 


“iy. Owen Stalson, Marketing Life Insurance, 
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function. It seems probable these men 
were not active in seeking out risks but 
merely passed upon business that walked 
into their office. A few other English com- 
panies soon followed suit; but it seems 
clear that these early agents were em- 
ployed primarily to perform an under- 
writing function and not a selling func- 
tion, and this situation prevailed until 
about the middle of the 19th century. As 
one writer said: “This was a means of 
carrying the facilities of Life Assurance 
into the Provincial Towns of the King- 
dom, which had not before existed.” 5 

Around 1850 some English companies 
began to employ men who were known 
as “inspectors of agents.” These men were 
salaried employees who worked out of 
the home office. They were well trained 
in the various uses of life insurance, the 
best methods of presenting and selling it, 
and were capable of giving expert advice. 
They traveled through their districts, 
contacted the local agents, and then 
jointly or alone, calied on prospects sug- 
gested by the local agent.* The use of 
the inspector of agents spread rapidly; 
and thus, for the first time, English com- 
panies began to canvass for business with 
an organized plan for soliciting the 
public. With this change in marketing 
method the agent’s function largely 
changed to that of a “bird dog” who sug- 
gested names or furnished the contact 
for a salaried salesman. Basically this is 
still the method of distribution in use in 
England today. It has never been as ag- 
gressive as the agency system in this 
country, and this is the main reason why 
the per-capita life insurance owned in the 
United States today vastly outstrips that 
of England or other foreign countries. It 
is interesting to note, however, that this 
English method has been rather widely 
adopted in this country in the distribu- 

5 Walford, op. cit., p. 22. 
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tion of group insurance. Salaried home 
office employees who are experts in the 
sale and placing of group contracts work 
primarily on prospects or contacts fur- 
nished by local agents. 

Since life insurance got its start in 
this country at a much later date, it was 
only natural to adopt the principles and 
methods which were being used success- 
fully by English companies. And _ this 
was equally true with respect to the 
early use of agents in this country. The 
Pennsylvania Company for Insurance on 
Lives and Granting Annuities, The Mas- 
sachusetts Hospital Life Insurance Co., 
The Girard Life Insurance, Annuity & 
Trust Company, and other early com- 
panies all had a large capitalization. The 
Pennsylvania Company, for example, had 
a paid-in capital of $500,000.7 The offi- 
cers and directors were more interested 
in investing this capital and the sizable 
sums received from the sale of annuities, 
than in developing life insurance busi- 
ness. To a large extent the “banker’s atti- 
tude” prevailed. 

If there were an established office 
which was advertised and known to the 
public where life insurance could be se- 
cured, those needing such protection 
would voluntarily seek it out. These offi- 
cials felt it was beneath their dignity to 


- engage in any solicitation of business. 


Some of the companies, including the 
Pennsylvania Company, never employed 
an agent. Others employed a few agents, 
but invariably they were located in other 
towns or communities. Generally these 
agents were bankers, lawyers, ministers, 
or merchants—men of considerable 
standing and prestige in their communi- 
ties—who acted on a part-time basis. 
Most of the business written was on 
those who voluntarily sought out the 
agent, and it is doubtful if more than a 
few ever engaged in any actual solicita- 
tion of business. 
TJ. B. Maclean, Life Insurance, p. 524. 


It was not until the decade of the 
1840's that the agency system as we now 
know it had its beginnings. The idea of 
mutual insurance had become popular in 
England; and in this decade it spread to 
this country with the founding of the 
New England Mutual, Mutual Life of 
New York, New York Life, State Mutual, 
Mutual Benefit, Connecticut Mutual, 
Penn Mutual, and several other of the 
leading mutual companies today. These 
new mutual companies did not have a 
large capital which could be invested and 
provide income to cover expenses of 
operation. Their only source of income 
was premiums, hence they had to gener- 
ate a substantial premium income, and 
get it fast, if they were to have any funds 
for the payment of salaries and other 
expenses of operation. To secure this 
needed premium income these companies 
began to hire agents in large numbers. 
They no longer turned to bankers, law- 
yers, ministers, and other men of prestige 
in their community who would conde- 
scend to handle such business as fell in 
their laps. Instead they hired men who 
would devote all or a substantial part of 
their time to aggressively solicit applica- 
tions—men who needed the income from 
their commission earnings as badly as the 
companies needed the premium income.’ 

As a result of these practices a sub- 
stantial volume of business was produced, 
and these new companies became suc- 
cessful within a short time. Their efforts 
were so successful that they began to 
make serious inroads in the business 
which had formerly gone to the stock 
companies, and in order to survive the 
stock companies were forced to adopt 
the same system of employing agents. 
Thus an aggressive agency system be- 
came firmly embedded in the American 
life insurance picture. 

During the next 50 or 60 years many 
new companies were started. Most com- 
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panies were dominated by a craze for 
volume, and the competition for new 
business and agents became intense. 
There was no selection of agents. Al- 
most anyone who could be induced to 
sign a contract was hired, and often this 
resulted in anything but a high type of 
representation. The turn-over in both 
companies and in agents was high. In the 
years from 1855 to 1865 the general 
agency system, with the home office con- 
centrating on general agency appoint- 
ments, and general agents concentrating 
on the appointment of soliciting agents 
within their assigned territory, became 
the typical mode of agency organization 
and development.® The branch office sys- 
tem did not get its start until the 1890's 
when it was then adopted by three com- 
panies. 

This was an era of extensive selling. 
Few persons owned life insurance and 
the job of the agent was to contact as 
many people as possible, explain what 
life insurance was and the functions it 
could perform, and try to secure an ap- 
plication in spite of the religious preju- 
dices and other objections that were 
widely prevalent at that time. One inter- 
view “hit-and-run” sales were typical of 
the day. These sales were made primarily 
for the purpose of providing cash for 
burial expenses, to protect creditors, or to 
give the bereaved family a cash sum to 
tide them over. 

Agents were given little or no training. 
A new agent was given a brief explana- 
tion of what life insurance was and what 
it could do, shown how to look up rates 
in a rate book and fill out an application, 
followed by a pat on the back and wishes 
for the best of luck. It was largely a case 
of survival of the fittest. Those agents 
with innate sales ability, and especially 
those who engaged in high-pressure sell- 
ing, succeeded, while most of the others 


®R. Carlyle Buley, The American Life Con- 
vention, Vol. I, p. 80. 


fell by the way-side but not before secur- 
ing a few applications from friends and 
relatives to add to the growing volume of 
insurance in force. 

Since these new companies had few 
funds with which to operate a commis- 
sion system of compensation, a system 
were earnings were directly proportional 
to results secured was almost universally 
adopted. At first commissions were either 
5 or 10 per cent on first year and renewal 
premiums. Later first year commissions 
were increased to 15, 20 or 25, and still 
later to 30, 40, or 50 per cent, with a 5 
per cent renewal being typical. This was 
based on the theory that commissions 
had to be increased to a point where an 
agent who produced a reasonable vol- 
ume could make a living out of the busi- 
ness. This method of compensation was 
economical for the companies; but for 
the agent who was wondering where his 
next meal was coming from it often re- 
sulted in high-pressure selling, a high 
lapse rate, and other aspects that were 
undesirable both from the point of view 
of the companies and the general public. 

In the latter part of the 19th century, 
largely as a result of the craze for vol- 
ume and the competition for agents, some 
companies began paying 60, 70, and 80 
per cent first year commissions; and there 
were several instances where as high as 
100 per cent was paid. Proselyting of 
agents became a frequent occurrence. 
There were several instances where a 
general agent and his entire agency force 
were working for one company one day 
and for a different company the next 
morning. These excesses in commissions 
and abuses in agency practices were 
some of the factors that contributed to 
the Armstrong Investigation and were 
largely corrected by the expense limita- 
tion law which New York subsequently 
enacted. 

In spite of these criticisms the agency 
system did meet the needs of this era of 
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extensive selling in a rather satisfactory 
fashion. It succeeded in spreading the 
gospel of life insurance among the Ameri- 
can public and resulted in an ever in- 
creasing blanket of protection for wid- 
ows, dependent children, creditors, and 
other beneficiaries under life insurance 
contracts. From $96 million of ordinary 
insurance in force in 1850, total life in- 
surance in force increased to slightly 
over 7% billions by 1900.1° 

In the years following the Armstrong 
Investigation, and then with an increas- 
ing tempo in the 1910's and 1920's, a pro- 
found change began to take place in the 
marketing of life insurance. Behind the 
leadership and advanced thinking of such 
men as Edward A. Woods, Winslow 
Russell, Dr. S. S. Huebner, John A. Ste- 
venson, Griffin Lovelace, and others, the 
idea of using life insurance for income 
purposes to provide family income and 
retirement income for the insured himself 
began to grow and develop. The idea of 
tailor-making insurance programs to fit 
individual needs, the utilization of life 
insurance for business insurance purposes, 
and the estate planning concept, were 
all developed during these years. At the 
same time there was an increasing reali- 
zation of the need for improved training 
of agents; and the first real training plans 
were developed by individual companies, 
specialized schools, and industry associa- 
tions. It was also realized that a higher 
type agent would be needed to render 
this more professional type of service, 
so a great deal was heard about better 
selection of agents, not only to improve 
the quality of agents, but also as a means 
of trying to reduce the turn-over of 
agents. 

This period can be characterized as a 
change from extensive to intensive sell- 
ing. It represented a shift away from 
package sales to purposeful needs selling, 
to the building of clienteles and making 
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repeat sales to that clientele, and the 
budding of the professional concept in 
life underwriting which was greatly ac- 
celerated in 1927 with the founding of 
The American College of Life Underwrit- 
ers and the C.L.U. movement. Time does 
not permit an analysis of the many impor- 
tant developments of these years or the 
years since then. But these new concepts 
and uses for life insurance; backed by the 
improvements in the selection, training, 
and supervision of agents; and combined 
with the aggressive efforts of the agency 
force, has led to a constantly increasing 
ownership and utilization of life insurance 
by the American public. Except for the de- 
pression years of the 1930's, each decade 
since 1900 has seen the volume of life 
insurance in force more than double, in- 
creasing from 7% billions in 1900 to over 
400 billions today.*! Four out of five 
American families now own life insurance. 
The Institute of Life Insurance estimates 
that 118 million persons in this country 
own 261 million individual policies. Our 
per-capita ownership vastly outstrips that 
of any other country in the world. Cer- 
tainly these figures are a glowing tribute 
to the efforts and achievement of the 
American agency force. 

But in spite of the many good things 
that can be said about the life insurance 
agency system, let us turn our attention 
to a few shortcomings that should be con- 
sidered in any evaluation of the agency 
system as it exists today. 


Shortcomings of the Agency System 


Inadequate Agent Training 

One shortcoming of the agency system 
is that in this era of intensive selling there 
are far too many companies and agenices 
which continue to operate as if this were 
still an era of extensive selling. Too many 
agents are still hired promiscuously, given 
inadequate training, and then turned 
loose on the public to make package sales 
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which often do not meet the most vital 
need of the policyholder. This practice is 
justified on the theory that some insurance, 
even though the wrong contract, is better 
than none at all. But it often means these 
policyholders are not receiving the type 
of service they have every right to expect, 
and it is an important cause contributing 
to the high lapse rate some companies ex- 
perience. 

If the best interest of the public is con- 
sidered, it would seem that no new agent 
should be permitted in the field until his 
training has progressed to the point where 
he has been taught to do simple program- 
ming. Many persons seem to feel that 
programming should be reserved for the 
large buyer of insurance, and package 
sales are good enough for the small buyer. 
But in the case of the small buyer who 
can only purchase a limited amount of 
insurance, it would seem of much greater 
importance that this limited amount be 
properly arranged and coordinated with 
social security benefits and group insur- 
ance into a unified minimum program te 
meet the most vital family needs, than in 
the case of the large buyer and wealthier 
individual where the wrong type of con- 
tract or improper arrangement of coverage 
will not have such a disasterous impact on 
the family well-being. 


High Costs of Distribution 


A more serious indictment is the fact 
that life insurance is the only major busi- 
ness or industry in the United States that 
has failed to reduce its costs of distribu- 
tion as volume of business has risen. The 
cost of life insurance is determined by 
mortality costs, interest earnings, and ex- 
penses of operation, of which distribution 
costs comprise the greatest part. Interest 
earnings and improvements in mortality 
are governed by social, economic, and 
medical factors over which insurance com- 
panies have little control. The trend of 
interest earnings, except for the up-turn 


in the past several years, has been in the 
direction of increasing the cost of insur- 
ance. Improvements in mortality have 
tended to reduce the cost but this is offset 
by the increasing cost of pension and re- 
tirement plans. The greatest area for re- 
ducing the cost of insurance is in the 
area of expenses, and it is for this reason 
that the failure to reduce distribution costs 
is so important. Unless the agency sys- 
tem can operate more efficiently and at a 
lower cost there are some persons who be- 
lieve it will gradually disappear and be 
replaced by a less costly method of distri- 
bution. 

Part of this failure is inherent in the 
method of compensation used. A straight 
commission system maintains the same 
unit rate of compensation regardless of 
the volume produced. For some agents 
it results in excessive earnings which are 
beyond any social justification for the 
work performed. Changes in compensa- 
tion plans during the past 100 years have 
to a large extent been modifications of 
existing plans. Except for a few com- 
panies the life insurance industry has not 
adopted some of the more modern forms 
of compensation used by other industries 
which still provide the desired incentive 
but bring about some reduction in cost 
as volume of business increases. The vest- 
ing of renewal commissions is perhaps the 
least justifiable provision of all. No other 
industry continues to pay its salesmen 
after their employment is terminated, yet 
for some life insurance companies 15 to 20 
per cent of total commission payments go 
to agents who are not longer in their em- 
ploy. 

Economic progress is made through the 
production of an increasing volume of 
goods at a decreasing unit price. Through 
the development of new policy forms and 
improved policy provisions life insurance 
has vastly improved its product over the 
years, but it has failed to achieve a reduc- 
tion in price through greater efficiency in 
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distribution. The American public wants 
service, but it is also price conscious; and 
this question of high distribution costs 
is tied directly or indirectly with many 
of the current problems of the business. 
In this connection it is significant to note 
that in the past 50 years group insurance, 
which has the lowest distribution cost, has 
shown the largest relative growth, while 
industrial insurance with the highest dis- 
tribution cost has experienced the least 
growth and in recent years has been prac- 
tically standing still. There are other social 
and economic factors that have a bearing 
on this matter, but certainly price is an 
important one. 

There are other aspects of distribution 
cost that are important beside agents’ 
compensation. It costs money to select, 
train, and supervise new agents. One 
company estimates that it makes an in- 
vestment of about $3,000 per man for 
those agents who survive to the end of 
the first year. Another company which 
included an allocation of home office 
agency department costs along with 
agency costs estimates that its investment 
is $10,000 for each agent who survives to 
the end of 3 years. For this reason the 
turn-over of agents is a significant item 
in adding to distribution costs. 


Agent Turn-over 


Although turn-over has always been a 
problem, the exact dimensions of this 
problem were unknown until a study 
made about 30 years ago revealed that 
at any given time 30 per cent of the agents 
were new agents getting started in the 
business, 40 per cent were established 
agents, and the remaining 30 per cent 
were on their way out of the business. 
Many company and agency officials were 
shocked by these figures because of the 
high costs and waste of man-power they 
imply. It was felt that the solution lay in 
better selection to weed out unqualified 
agents in advance and in better training 


and supervision of those agents employed 
so they would have a better chance of 
succeeding. 

During the past 30 years great emphasis 
has been placed on the selection, training, 
and supervision of agents and most of the 
leading companies and agencies have 
made substantial improvement in these 
aspects of their agency operations. What 
effect has this had in reducing turn-over? 
Current studies by the Life Insurance 
Agency Management Association indicate 
that the figures today are just about the 
same as they were 30 years ago. At any 
given time 30 per cent of the agents are 
entering the business, 40 per cent are es- 
tablished agents, and 30 per cent are on 
their way out of the business. So it is 
apparent these past efforts to reduce turn- 
over have not accomplished their intended 
objective. 


Poor Supervision of Established Agents 
_ All of the emphasis has been placed on 


improving the inflow of new men into the 
business. Home office agency departments 
constantly preach to their general agents 
and managers that they must “Recruit or 
Die.” A constant flow of new agents is 
needed to replace the 30 per cent leaving 
the business; and if they wish to grow, 
they must recruit at even a faster rate. It 
is a case of having to run just to stand still, 
and run at even a faster rate in order to 
grow. As a consequence most of the time 
of agency managers is spent on the neces- 
sary administrative duties in connection 
with their agency and on the recruiting, 
selection, training, and supervision of new 
agents. Once the new agent gets into 
fairly substantial production and “over 
the hump,” so to speak, he tends to be- 
come the “forgotten man” in this business. 
Some agencies are exceptions to this rule, 
but by and large it does apply to the in- 
dustry as a whole. 

The results of one study will substanti- 
ate this statement. It is an accepted fact 
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that it takes time to get established as a 
life insurance agent. Every new recruit is 
brought in on the assumption that the first 
year or two will be tough, but as his 
knowledge, and abilities improve, every 
year he continues in the business should 
see him enjoying a larger production and 
a growing income. Is this what actually 
happens? 

A few years ago LIAMA made a study 
of 1,875 agents who were recruited during 
a 6 months period by a representative sam- 
ple of some 20 companies and then were 
followed through to see what happened 
to these agents during their first 4 years in 
the business. It was found that only 105 of 
these agents, or less than 6 ner cent in- 
creased their production by as much as 10 
per cent per year. For the great majority 
their first year’s production was their peak 
production, and each year thereafter they 
produced a constantly decreasing volume. 
It would be incorrect to deduce that all 
these agents experienced a declining in- 
come. New agents do learn that business 
can be brokered in other companies or 
that they can add to their income by writ- 
ing an occasional fire or automobile pol- 
icy. So business placed in the company 
with which they have their full-time con- 
tract can show a decrease without imply- 
ing that over-all production and income 
decreased. But for the great majority this 
is undoubtedly just what happens. After 
their first year too many agents become 
“forgotten men” and fail to receive the 
additional training and supervision that 
will enable them to achieve the original 
expectation of a growing production and 
income. 

It is the opinion of the writer that the 
turn-over problem will never be over- 
come until there is a complete change in 
emphasis. Recruiting should become a 
minor aspect of agency operations, and 
the major ernphasis should be placed on 
stopping the flow of agents out of the 
business. There will always be some attri- 


tion due to death, disability, or retire- 
ment; but this accounts for only a small 
part of the 30 per cent of agents who are 
on their way out at any given time. Most 
of the loss is accounted for by agents who 
voluntarily leave the business, and the 
great majority of such agents leave be- 
cause the business failed to come up to 
their expectations. They failed to receive 
the advanced training and supervision 
which would enable them to grow and 
progress. 

It should be recognized that the most 
important job of the general agent is to 
increase the knowledge, ability, and pro- 
duction of the established organization. 
His major responsibility is to get every 
man in his agency up to a high standard 
of performance and keep him there. 
Agents who feel they are making progress, 
who are adding to their knowledge, im- 
proving the quality of the service they are 
able to render, and enjoying a growing in- 
come, do not leave this business and have 
to be replaced with 3 new recruits of 
whom it is hoped one will survive. 

If the outflow of agents can be reduced 
to 8 or 10 per cent, the turn-over problem 
is solved, as well as the recruiting prob- 
lem. The few general agents who have 
taken this approach have no recruiting 
problem. Instead they have a waiting list 
of well qualified men who are anxious to 
get into such an agency and enjoy the 
outstanding success all underwriters in 
that agency now enjoy. It is probable that 
the heads of home office agency depart- 
ments who have given careful considera- 
tion to this matter will secretly agree that 
the way to stop turn-over and effect this 
important savings in distribution costs is 
to place the major emphasis on building 
up the production of established agents 
and stopping the outflow of agents from 
the business. But the slogan “Recruit or 
Die” is so traditional they are afraid to tell 
their general agents to forget recruiting 
and devote their major efforts to stopping 
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the outflow. They are afraid it might not 
work; and if so, they would lose their job. 
It would seem that real leadership is 
needed in this area. 


Lapsation of Insurance 

Another possible shortcoming of the 
agency system lies in the high rate of 
termination on business in force. Of the 
new business written each year about 45 
per cent is needed to replace insurance 
that terminates. Only about 55 per cent 
results in a net increase in insurance in 
force. To the extent that these termina- 
tions are avoidable they represent a great 
waste to policyholders and companies 
alike. 

A summation of the aggregate figures 
for the industry for the 5 year period from 
1949 to 1954, as given in the Spectator 
Year Books for those years, shows that of 
110 billions of new business written dur- 
ing this period, 51.3 billions or 46.6 per 
cent were needed to replace business that 
terminated and 58.9 billions or 53.2 per 
cent resulted in an increase in insurance 
in force. 

Some terminations are unavoidable 
while others are avoidable. The Spectator 
Year Books break down terminations by 
cause. Of the 51 billions of insurance 
terminated in the 5 year period mentioned 
above, 6 billions or about 12 per cent 
were terminated by death, 1% billions or 
3 per cent by maturity of endowments, 
and 8% billions or 17 per cent by expira- 
tion of term policies. Such terminations 
are unavoidable and are caused by life 
insurance contracts having fulfilled their 
intended purpose. They account for 32 
per cent of total terminations. 

The other 68 per cent of terminations 
come under the heading of avoidable. Ten 
billions cr 19% per cent were terminated 
by surrender; 21 billions or 41% per cent 
by lapse; and 3% billions or 7 per cent by 
policy change, ie., reissue at a lesser 
amount. Some surrenders or lapses may 


occur where there is no longer a need for 
the protection; but the great majority of 
such terminations represent a failure of 
this insurance to carry out the purpose 
intended at the time of purchase and re- 
sult in a loss to policyholders, companies, 
and agents alike. 

Is this loss inevitable or is it a serious 
shortcoming of the agency system? This 
is a matter on which there are great differ- 
ences of opinion, and one can only specu- 
late as to the real causes of lapses and 
surrenders. In addition to economic fac- 
tors affecting the policyholder one would 
also have to list such things as high pres- 
sure selling, incompetent or poorly trained 
agents, and too much package selling. 

To place lapses and surrenders under 
the heading of avoidable losses implies 
that they are controllable, and the wide 
difference in the experience of different 
companies and different agencies would 
seem to bear this out. Most lapses occur 
in the first two policy years after the busi- 
ness goes on the books. Among well- 
known companies such lapses range from 
a low of 6 per cent to a high of 44 per 
cent. Often the range may be just as pro- 
nounced or even greater among different 
agencies of the same company. Some 
changes occur from year to year, but the 
fact that low rates and high rates tend to 
persist clearly indicates that some com- 
panies and agencies are doing a better job 
in controlling these losses than others. 

A few years ago a study of lapsation 
was made by conducting actual interviews 
with the persons who had lapsed their in- 
surance and with the agents who sold the 
contracts. This study was based on a small 
sample of names furnished by 12 differ- 
ent companies. The sample was too small 
to have great validity, but some of the 
results seem significant and can be taken 
for what they are worth. Sixty-three per 
cent of these policies lapsed in the first 
policy year, 24 per cent in the second year, 
and only 3 per cent after the second year. 
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The major reason given by these policy- 
holders for lapsing was economic, although 
only 13 per cent claimed their income 
was reduced. The reason which appeared 
three times as frequently as any other was 
that they could not fit the premium into 
their budget. Could this be another way 
of saying they were not sufficiently sold 
on the insurance to be willing to make 
this adjustment? 

Almost one-third of these lapsed policy- 
holders stated they considered lapsing 
their policies almost immediately after 
purchase or after making a few premium 
payments. And of even greater signifi- 
cance, 23 per cent of the agents who sold 
these policies admitted they felt the pol- 
icy might lapse shortly after purchase. 
This makes one wonder whether the ma- 
jor consideration of these agents was the 
best interest of their prospect or the im- 
mediate commission they would receive. 
Perhaps there is some merit to the sug- 
gestion that an agent’s compensation 
should be based on his net increase in 
insurance in force rather than on aggre- 
gate volume with no regard to the quality 
of the business produced. 


Inadequate Field Management 
Training 


In the area of training, the greatest 
shortcoming of the agency system is the 
failure of most companies to give ade- 
quate and continuing training to their 
general agents or managers. There are a 
few notable exceptions, but by and large 
companies have done little or nothing in 
this area. The agency management train- 
ing schools of LIAMA are doing an excel- 
lent job, but only a few general agents 
attend these schools. 

The job of the general agent is an un- 
usually complex and difficult one. He 
must be a good executive and administra- 
tor, a sound business man, a good judge 
of character and ability in his selection of 
agents, a good teacher and trainer, a good 
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supervisor, a good leader to inspire his 
agents and maintain a high morale, and 
finally he should be a reasonably good 
salesman. But in spite of the wide va- 
riety of talents needed, all too often sales 
ability is the sole criterion used in se- 
lecting a new general agent. 

The typical procedure is to select an 
outstanding salesman either within the 
company or in some other company who 
has ambitions for an agency of his own. 
He is given the job with little knowledge 
as to whether he has important character- 
istics and abilities necessary for a success- 
ful general agent. After making such a 
selection, and without any training or ex- 
perience in the various aspects of his 
duties, he is put on the job and learns by 
trial and error, supplemented by occa- 
sional suggestions from the home office. 
It is no wonder the average general agent 
only lasts about four years. 

The general agent is the key man in 
the entire agency operation, and the suc- 
cess of his sub-agents depends to a large 
extent on his ability to perform all aspects 
of his job adequately. These men should 
be thoroughly trained and given some 
practical experience in the maior aspects 
of their job before they are permitted to 
take over the reins. This would enable 
more general agents to become successful 
and do a more effective job in their 
agency. 


Dangers of the Independent 
Contractor Status 

Several other observations can be made 
that have a bearing on some of the prob- 
lems which have been discussed. There 
are some persons who believe insurance 
companies and agencies should undertake 
the basic responsibility, both financial and 
otherwise, for the success of their agents 
as many other businesses have done for 
their sales force. Contractually most life 
insurance agents are independent contrac- 
tors, and this is one of the real attractions 
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of this business to many new agents. But 
all too often this has meant freedom to 
fail rather than to succeed. 

In some respects it seems that this inde- 
pendent contractor status is more fiction 
than fact. An independent contractor by 
definition is one who has the knowledge, 
training, experience, and competence to 
perform the work he undertakes. In ac- 
tual practice it takes a new agent from 
3 to 5 years to acquire the knowledge and 
a mastery of his job to the extent that he 
can qualify as an independent contractor 
capable of rendering a professional type 
of service. During these years it might 
seem more advisable that he have em- 
ployee status, with the agency assum- 
ing full responsibility for his success. 
Only after he has earned the right by his 
proven performance should he be given 
independent contractor status. 

One other point can be mentioned 
briefly, and this pertains to the span of 
control. This principle states that there is 
a limit to the number of persons which 
any one individual can effectively direct 
and supervise. This varies somewhat be- 
tween individuals, but experience has 
shown that a general agent, or an agency 
supervisor, can not effectively direct and 
supervise more than 6 to 9 agents. In rec- 
ognition of this principle a few companies 
have placed a limit on the number of 
agents that any general agent can have 
under contract, and it would seem that 
this practice should be more universally 
adopted. 


All Line Selling 


A brief comment should be made on 
the present trend of general insurance 
agents to secure contracts with life insur- 
ance companies and the reverse trend of 
life insurance agents to branch out into 
the property and casualty fields, with the 
aim of being able to render a complete 
insurance service to their clients. This is a 
trend which can be viewed with some 
alarm as it may result in a poorer type of 
service to the public. 

It is a difficult feat to become expert, 
and keep expert, in either of these fields, 
and it is a rare individual who has the 
ability and capacity to become expert and 
keep abreast of the numerous changes in 
both fields. It is only where this com- 
plete insurance service is rendered by an 
agency with full-time specialists in each 
field, rather than by an individual agent, 
that high standards of professional service 
are likely to be maintained. 

It may seem as if some rather harsh 
things have been said about the life in- 
surance agency system. This does not de- 
tract in any sense from the fine achieve- 
ments of the agency system in the past 
and merely points out certain aspects of 
its operations which can be improved to 
make it a more efficient and vital force in 
the future. Fortunately many company 
officials and general agents will recognize 
that many of these comments apply pri- 
marily to other companies and other agen- 
cies than their own. 
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IMPACT OF MULTIPLE LINE UNDERWRITING ON THE 
CAPITAL STRUCTURE OF INSURANCE COMPANIES 


SHELBY CuLLom Davis 


Shelby Cullom Davis & Co. 


What has been the impact of multiple 
line underwriting upon those who have 
furnished the capital for this form of busi- 
ness? What is the attitude of stockholders 
who might be called upon to furnish more 
capital for the companies? 

Thus far, unfortunately, most stock- 
holders do not like what is happening. 
Why should they? When companies en- 
tered the field of multiple line underwrit- 
ing, it became necessary to invest huge 
sums in acquiring new personnel for train- 
ing a new organization, and to set up large 
loss reserves out of surplus, particularly 
in the casualty area. While these large 
demands for cash existed, as they still do, 
dividends have been restricted. Does any 
stockholder welcome having his wages 
kept at a ceiling while he pays for new 
development expense, especially when its 
results are highly unprofitable at the mo- 
ment? 

Investment freedom for companies un- 
dertaking multiple line operating has also 
been inhibited because loss reserves call 
for investments in bonds no matter how 
attractive the common stock outlook. 
Since 1946 tax exempt bonds have de- 
clined one per cent in price and 42 per 
cent in terms of the purchasing power 
which their income can buy. The loss of 
a measure of freedom of investment has 
been costly indeed. 

Had multiple line underwriting been 
introduced during a stable period in 
American economic history, during a dec- 
ade when commodity prices and the cost 


of living were stationary, the results might 
have been different. At least the capital 
investment in multiple line operations 
would have borne fruit sooner. The heavy 
additional development expenses men- 
tioned previously would have existed, but 
they would not have seemed so burden- 
some if current experience and the out- 
look were favorable. 


The Capital Needs of Insurance 


During the past decade of casualty in- 
surance operations, three of the worst 
cycles on record have been witnessed. 
Since casualty insurance in general, and 
automobile insurance in particular, have 
developed an increasingly greater propor- 
tion of total insurance writings, the impact 
of these down cycles has been more and 
more painful. The total loss in automobile 
liability insurance in the past ten years 
has been more than $250 million. Since 
“going multiple line” has predominantly 
meant the entry of fire insurance compa- 
nies into the casualty lines, it is clear why 
stockholders are unimpressed with the re- 
sults. Some indeed are asking manage- 
ments: when you were gettting into a new 
business, why did you not ge: into a profit- 
able one—life insurance, for example? 

The shares of most companies which 
have recently “gone multiple line” are sell- 
ing at their lowest prices since 1932 in 
relation to such fundamental values as 
investment income and net worth of liqui- 
dating value. And 1932 was not a happy 
year in terms of stock prices. Such is the 
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low esteem with which investors regard 
their companies at the present time. In 
part this situation reflects the agony of 
throwing “good money after bad,” for in- 
vestors during the past ten years have 
been called upon for upwards of $150 
million in new capital to finance the ex- 
pansion of property-liability insurance 
companies. 

Of 62 leading property-liability com- 
panies in this country, no less than 40 per 
cent have gone to the capital market and 
to their stockholders for new funds since 
World War II. Not all of this money has 
been used to finance multiple line opera- 
tions. The funds have been used for the 
enormous expansion of fire and casualty 
premium volume that has taken place in 
this country, an expansion of more than 
three times since 1945. Only about 15 
per cent of the companies desired capital 
to branch out into another line of busi- 
ness, such as fire or casualty. Practically 
all of the capital raised was in the form 
of common stock. The outstanding pre- 
ferred stocks of insurance companies have 
declined in recent years. 

The end of World War II found the 
stock property-liability insurance compa- 
nies in a comfortable financial position. 
Their capital and surplus was 131 per 
cent of their annual premiums written. 
Capital and policyholders’ surplus 
amounted to $3,151 million at the end of 
1945, while the 1945 premiums written 
were $2,424 million. Then the rush of pre- 
mium volume started as prices turned up 
sharply after the war. Underwriting losses 
and a falling stock market reduced the 
ratio to 76 per cent in just two years’ time. 
This reduction was aided, of course, by the 
tremendous rise in premiums. Despite the 
approximately $100 million of new capital 
raised from stockholders in the great 
1947-48 wave of financing, the ratio by 
the end of 1948 had dropped to 70 per 
cent. Dollar figures were as follows: 
policyholders’ surplus—$3,066 million, an 


actual decline from the end of 1945; 
whereas premiums written were $4,403 
million, a rise of no less than 80 per cent 
since 1945. 

Then came the stock market boom be- 
ginning in 1949 and ending in the latter 
part of 1957. The tremendous rise in com- 
mon stock values helped to obscure the 
gaps in surplus caused by the inaugura- 
tion and spread of multiple line opera- 
tions and the heavy underwriting losses 
of the past few years. In fact, the ratio 
of policyholders’ surplus to premiums 
written had risen from 70 per cent at the 
end of 1948 to 98 per cent at the end of 
1956. At the latter date, policyholders’ 
surplus was $7,800 million and premium 
volume was $7,991 million. These figures, 
as well as those given before, are for all 
stock property-liability insurers. 

It might almost seem that the impact 
of multiple line underwriting on the capi- 
tal structure of insurance companies has 
been beneficial. Such a conclusion would 
be confusing cause with effect. The bene- 
ficial part has been the rise in the stock 
market, a rise of more than 210 per cent 
since 1949. 

A comment is offered here in defense 
of common stock investment by insurance 
companies. Since late 1957 common stocks 
have been under a cloud. About every 
decade—in 1946, in 1937, in 1929, in 1917, 
in 1907—the stock market seems to be 
subjected to emotional selling waves that 
endeavor to discount potential trouble 
ahead. Often, as in 1946 and 1937, these 
declines turn out to be false moves. Peo- 
ple were worried about something that 
did not happen. Then again, back in 1929 
people did not worry enough! The point 
is that common stocks of strong, growing 
American companies represent sound in- 
vestments for insurance companies and a 
hedge for them against what appears to 
be the inevitable inflation of the future. 
Had it not been for the common stocks 
held by property-liability insurers, the 
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ratio of policyholders’ surplus to pre- 
miums written at the end of 1956 would 
not have been 98 per cent but closer to 
50 per cent. Stockholders would have 
been called upon to bolster this weak cap- 
ital position to the extent of hundreds of 
niillions of dollars. After their adverse 
adventure in multiple line operations, it 
might just be that they would be like “the 
little man who wasn’t there”! 


Profit Picture 

While it is difficult to measure with any 
precision the degree of impact which mul- 
tiple line underwritin;, has had upon the 
capital structure of insurance companies, 
it has produced losses during this past 
decade. Conditions have not been right. 
Even if there had been profit margins 
overall, the cost of obtaining and training 
new personnel, establishing new organiza- 
tions and integrating them with existing 
ones, and setting up expensive claim de- 
partments and loss reserves would have 
drained any profits from the operation. 

Multiple line underwriting has not yet 
furnished the pot of gold at the end of 
the rainbow as far as insurance company 
stockholders are concerned. In fact, most 
companies are still “chasing” that rain- 
bow, after three years of the worst under- 
writing depression in insurance history— 
of which 1957 has the dubious claim to 
fame of being the worst. 

The practical effect of multiple line un- 
derwriting has been to make the “rich” 
companies richer and the “poor” compa- 
nies poorer. That is, those already possess- 
ing multiple line facilities through affili- 
ates (and these in general have been the 
larger companies) have done far better 
than those starting from scratch. It has 
been a heartbreaking job for the latter, 
and the stockholders have paid and paid. 

Yet to have nipped multiple line under- 
writing in the bud in the mid-forties by 
adverse legislation would have been as 
unrealistic as a ban on the atom bomb. 


The concept, in reality an ancient one, 
represented something new in America 
and hence something desirable. Compa- 
nies without multiple line facilities had 
the unenviable Hobson’s choice of being 
“damned if they did and damned if they 
didn’t.” Out of such warp and woof is 
progress made. At least the hapless stock- 
holders and unhappy managements hope 


it spells progress. 
The Future 


All is not lost, however. When that hap- 
pens life—and insurance—perish. There is 
no dodo so dead that the heady blood of 
profits can not revive him. So the answer 
to the multiple line underwriting problem 
is a revival of underwriting profits upon 
which insurance survival itself depends. 

Although increased volume will be 
helpful in lowering the expense ratio and 
improved experience in underwriting will 
help the loss ratio, more realistic pricing 
policies must be followed by the business 
as a whole, because even the experienced 
underwriters have lost money in extended 
coverage and auto lines since World War 
II. Also, part and parcel of realistic pric- 
ing policies must be the sympathetic un- 
derstanding by regulatory authorities of 
the basic plight of insurance companies 
during an inflationary era. These au- 
thorities must have the courage to act 
promptly, not just upon the basis of 
warmed-over statistics of the past but 
upon the trend, the wave of the future. 
This comment applies particularly to two 
large Eastern states not at all far from 
the situs of delivery of this paper. The 
hour is late whether by Eastern, Central, 
Mountain, or Pacific Standard Time. The 
insurance commissioners on the West 
Coast, such as F. Britton McConnell of 
California and “Billy” Sullivan of Wash- 
ington, however, have shown a greater 
comprehension of the overall problem and 
its urgency than many of their eastern 
conferees. Some answer must also be 
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found. to the new methods of low cost 
distribution which are plaguing old and 
new multiple line operators alike. 

These problems would have existed had 
multiple line progressed in its pre-war 
manner. With multiple line underwriting 
now practically mandatory, the problems 
must be solved if the insurance business 
is to remain healthy. 

Furthermore, the “squeeze” is now on. 
Premiums are rising with rate increases, 
and surpluses are falling with heavy un- 
derwriting losses and a declining stock 
market. The full impact of multiple line 
underwriting will be to throw out of 
business, or into mergers, companies with 
fine reputations but which lack the man- 
agement ability to operate in the multiple 
line world. This result will prevail unless 
the profit picture changes—and the 
change must be substantial and fast. 


Summary 
In summary, multiple line underwriting 
has had the following impact upon the 
capital structure of insurance companies: 


1. Because of the heavy initial ex- 
penses of inaugurating multiple line oper- 
ations, the initial impact has been nega- 
tive—a loss of policyholders’ surplus. 

2. Because of the adverse underwriting 
conditions of the past decade, including 
catastrophic hurricane and automobile ex- 


perience, the continuing impact has been 
negative — further loss of policyholders’ 
surplus. 

3. The booming stock market has 
tended to obscure the attrition of policy- 
holders’ surplus due to these two factors; 
so that multiple line underwriting, in it- 
self, has not caused a flood of new capital 
issues. 

4. The capital raised has been largely 
along traditional lines, common stock 
offerings, with prior securities limited to 
mincr preferred stock placements. 

5. A further drop in the stock market 
would tend to reveal some of the real 
costs of multiple line underwriting. In an 
unfavorable atmosphere for raising new 
capital, a rash of mergers would come 
about. 

6. The final impact of multiple line un- 
derwriting might well be the rise of large 
multiple line companies and the gradual 
demise of small mono-line ones. Perhaps 
this outcome is what multiple line under- 
writing was destined to accomplish in the 
first place, namely, the evolution of the 
small into larger, more efficient units so 
that in the process the ultimate consumer 
may be better served. 

To the fathers of multiple line under- 
writing may it not now therefore be ap- 
propriately said: 

“Tis a wise father who knows his own 
child.” 


ed 

2 


PERFECTING THE SYSTEM OF STATE REGULATION 
OF THE BUSINESS OF INSURANCE 


JosepH A. NAVARRE 


State of Michigan 


“State regulation” encompasses the 
philosophy of government in America. 
That philosophy is basic and essential to 
an understanding of the concept of “regu- 
lation of the business of insurance.” 

The “system” of “state regulation” cuts 
across traditional and fundamental consti- 
tutional rights with their federal and 
interstate implications. The “business of 
insurance” ig an economic and social in- 
stitution. Its impact upon commerce and 
industry and the individual security of 
our citizens is tremendous and vital. 

“Perfecting” instrumentalities of gov- 
ernment involves the process of making 
it work in the public interest. It involves 
the translation of legal rights and princi- 
ples into the lives of people in accordance 
with the basic and underlying philosophy 
upon which our constitutions and the law 
are predicated. 

“State regulation” is a governmental 
device. “It is a contrivance of human wis- 
dom to provide for human wants.” 4 

Because the business of insurance by its 
very nature is impressed with a public 
trust, it is in the public interest that it be 
regulated and supervised by an agency 
responsible to the people—by civil gov- 
ernment. The public trust concept of the 
business of insurance gives rise to “human 
wants.” 

The principle of individual and public 
morality embodied in the constitutional 
rights and guaranties of our states and 
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nation are provided for through the “hu- 
man wisdom” cf our government. 

Edmund Burke put the proposition in 
these terms: 


“Men have a right that these wants should 
be provided for by this wisdom. Among 
these wants is to be reckoned the want, 
out of civil society, of a sufficient restraint 
upon their passions. Society requires not 
only that the passions of individuals should 
be subjected, but that even in the mass 
and body, as well as in the individual, the 
inclinations of man should frequently be 
thwarted, their will controlled and their 
passions brought into subjection. This can 
be done only by a power out of them- 
selves; and not in the exercise of its func- 
tion, subject to that will and to those pas- 
sions which it is its office to bridle and 
subdue. In this sense, the restraints on 
men as well as their liberties, are to be 
reckoned among their rights.” ? 

Supervision and regulation of the busi- 
ness of insurance inevitably involves “re- 
straints on men as well as their liberties.” 
Patterns of operation and procedure and 
the degree of functional efficiency of the 
insurance regulatory agency thus tend to 
measure the freedom and constitutional 
rights of men and institutions. 

To administer the law in the public 
interest it must have the courage and 
capacity to distinguish between the mor- 
ally right and the expedient. It must 
recognize that liberty and freedom in 
democracy are the products of civilization 
and the reward of virtue. The protection 


2 Burke, op. cit., pp. 332-333. 
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and preservation of civil society is for the 
advantage of man. 


“If civil society be made for the advantage 
of man, all the advantages for which it is 
made become his right. It is an institution 
of beneficence; and law itself is only bene- 
ficence acting by rule. Men have a right 
to live by that rule; they have a right to 
do justice as between their fellows, 
whether their fellows are in public func- 
tion or in ordinary occupation. They have 

a right to the fruits of their industry, and 

to the means of making their industry 

fruitful.” 

The wisdom and virtue of this philosophy 
is basically the wisdom and virtue of the 
broad concepts of democracy in America. 
A triumph of that concept is the American 
economic system — the system of volun- 
tary and free enterprise and competitive 
business. It is deeply rooted in the history 
and tradition of our nation. It is the force 
underlying the initiative— social, eco- 
nomic, and political — that has made this 
country what it is today. 

The future and the morrow depend 
upon the truths inherent in the philosophy 
which represents the American way of 
life. Justice and equity, under the law, in 
a democracy, require that principles be 
made vital to the society they serve. 

The administrative agency of govern- 
ment responsible for the preservation and 
protection of the public interest in the 
field of insurance must be effective and 
efficient. Because of the dynamic char- 
acter of society and the economy, perfec- 
tion of government is a constant, unremit- 
ting task. The nature of society is such 
that law and its administration frequently 
finds itself outstripped by social and eco- 
nomic progress. 

The insurance industry, sensitive to 
public needs and wants, is essential to 
this country’s economic prosperity and the 
social well-being of its people. If the busi- 
ness is to be regulated by a system of 
governmental agencies in the public inter- 


* Burke, op. cit., p. 216. 


est, they too must be responsive to public 
needs and wants. 

Until the Southeastern Underwriters 
Case in 1944, the supervision of insur- 
ance was under the exclusive jurisdiction 
of the several states. Each company was 
regulated by the law of each state in 
which it was authorized to transact its 
business. 

The same is true today, with one im- 
portant difference. It is now settled that 
the Federal Government of the United 
States has the authority to regulate the 
business of insurance to the extent that 
it involves interstate commerce. For the 
present, at least, Congress has decided, by 
its enactment of the McCarran Act® in 


1945, that in general the obligation of 


regulating the business of insurance shall 
remain with the several states. The rea- 
sons underlying the determination of Con- 
gress that the primary responsibility for 
regulating insurance should be assumed 
by the states are valid. Congress declared 
that: 

“Regulation * * * by the several states is 

in the public interest.” ® 

The reasons are basic and fundamental 
to “our way of life.” They are legal and 
soundly practical. They exist with equal 
force today. ‘ 

The pattern of government embodied 
in the provisions of our constitutionss— 
state and federal—establishes functional 
concepts for our guidance and direction 
and for the guidance and direction of 
posterity. Our great privilege, our sacred 
duty, our challenge, is to mould the func- 
tional aspects of government in the image 
and likeness of the principles which 
guarantee our chartered rights as a na- 
tion. 

As citizens, as public officials, we must 
be— 

* United States v. Southeastern Underwriters 
Ass'n, 322 U.S., 533 (1944). 

559 Stat. 33, 15 U.S.C. 1011-1015. 

659 Stat. 33, 15 U.S.C. 1011-1015. 
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“animated by the sole desire to help re- 
store, preserve and advance those great 
American principles and ideals of which 
we have been beneficiaries ourselves and 
are now trustees for future generations.” 7 
“If the national well-being is to be served, 
it is for us of this generation, as indeed 
for Americans of every generation, to 
assess the current strength of the pioneer- 
ing spirit and appraise anew the incen- 
tives which alone can give it dynamic 
vitality.” § 

In government the driving force for 
perfection calls for special dedicated 
qualities of conviction and citizenship. 
The rewards of virtue in government lack 
the practical motivating influences of the 
profit motive associated with success in 
commerce and industry. Competition in 
business necessitates constant improve- 
ment in methods, procedures, and prod- 
ucts. The element of competition in 
government lacks the impelling practical 
consequences it possesses in the world 
of business. 

The perfection of government is a prod- 
uct of public and private virtue. It rests 
upon a foundation of citizenship responsi- 
bility. It requires the courage of the com- 
monplace, which is ever far greater than 
the courage of the crisis—and less spec- 
tacular and dramatic. 


“Public virtue cannot exist in a nation 

without private, and public virtue is the 

only foundation of republics. There must 

be a positive passion for the public good, 

and public interest, honor, power, and 

glory, established in the minds of the peo- 

ple, or there can be no republican govern- 

ment, or any real liberty:” ® 

“The might of virtue, the power of vir- 
tue” is vital to our integrity as a nation. 
It is essential to the perfection of govern- 
ment in a democracy. It is essential, 
therefore, that state by state the person- 
nel of governmental agencies know and 

— MacArthur, “Revitalizing a Nation,” 
p. 13. 

8 MacArthur, op. cit., p. 39. 

® John Adams, April 16, 1776. 
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understand the basis of our constitutional 
rights and liberties—that they translate 
them into the functions and procedures 
of their various offices. 

Human nature being what it is, basic 
concepts of responsibility should be peri- 
odically reviewed and re-assessed. 

In the field of regulation of the busi- 
ness of insurance, perfection of function 
and procedure can be sought through 
“Insurance Regulation Institutes” on a 
state-by-state or zone level.’° Study and 
analysis of purposes and objectives tends 
to perfect functional procedures. Under 
our system of regulation by the several 
states the checks and balances developed 
on a state-by-state basis could be made 
more efficient and effective in the public 
interest. In those areas where uniformity 
is desirable, methods of administration 
could be reviewed or analyzed for use 
on a nation-wide. basis. 

The insurasce regulatory agency under 
our form of government is an administra- 
tive tribunal. The character of the respon- 
sibilities with which it is charged neces- 
sarily results in individual interpretation 
in many areas of its activity. It is desir- 
able that the virtue of flexibility written 
in the law be preserved. 

The National Association of Insurance 
Commissioners, through its activities, has 
been a most valuable balancing force in 
the supervision and regulation of the 
business of insurance. The work of the 
National Association would be effectively 
implemented and improved through the 
organization of insurance regulation insti- 
tutes at the zone (eight states) level." 


10 See Michigan Insurance Regulation Insti- 
tute 1951, Alfred Best & Co. 


I ZONE II 
Massachusetts North Carolina 
Connecticut Delaware 
Maine District of Columbia 
New Hampshire Maryland 
New Jersey Ohio 
New York Pennsylvania 
Rhode Island South Carolina 
Vermont Virginia 


Fiz 

© 

‘a 

43 

me 

T 


68 The Journal of Insurance 


The development of programs and 
preparation of studies and theses might 
well be aided by The American Associa- 
tion of University Teachers of Insurance 
and other interested organizations. Col- 
leges and universities, in the fulfillment 
of their purpose of educating citizens in 
our democracy, might well undertake to 
develop specific programs relating to 
regulation and supervision of the business 
of insurance. Because of the specialized 
training necessary in the various aspects 
of regulation of the business of insurance, 
coordination of colleges of law, business, 
mathematics, and the like would be de- 
sirable. 

In perfecting the system of regulation, 
the American Bar Association might well 
undertake an analysis of the law of the 
several states. The Insurance Section of 
the American Bar Association, in con- 
junction with one or another of the legal 
foundations, could give invaluable assist- 
ance in the perfection of regulation of 
insurance. 

What Justice Benjamin N. Cardoza had 
to say in connection with the restatement 
of the law applies with equal force to the 
law as it relates to insurance regulation: 

“Certainty is lost if we view the law in 

shreds and patches, not steadily and whole 

with a sweep that reaches the horizon. 


West Virginia ZONE V 
ZONE III Colorado 
Louisiana Arkansas 
Alabama Kansas 
Florida Nebraska 
Georgia New Mexico 
Kentucky Oklahoma 
Mississippi Texas 
Missouri Wyoming 
Puerto Rico ZONE VI 
Tennessee Washington 
ZONE IV Alaska 
North Dakota Arizona 
Illinois California 
Indiana Hawaii 
Iowa Idaho 
Michigan Montana 
Minnesota Nevada 
South Dakota Oregcn 
Wisconsin Utah 


Often a spurious consistency is preserved 

by artificial and unreal distinctions. The 

idol is discredited, but he is honored with 
lip service, the rubrics of the ancient ritual. 

We must have the courage to unmask pre- 

tense if we are to reach a peace that will 

abide beyond the fleeting hour. The law’s 
uncertainties are to be corrected, but so 
also are its deformities. Often they go 
together, and the remedy that cures the 
one will be found to cure the other. Re- 
statement must include revision when the 
vestiges of organs, atrophied by disuse, 
will become centers of infection if left 

within the social body.” 12 

“Regulation of the business of insurance 

by the several states is in the public inter- 

est,” 18 

A system of regulation in the public 
interest involves coordination and a plan. 
It involves law and administrative func- 
tions and procedures which result in 
“effectiveness of state regulation in pro- 
tecting the public.” 

Perfecting government and govern- 
mental functions is a test of the citizen- 
ship responsibility of us all. The teachers 
in the schools, lawyers, government offi- 
cials and employees, religious leaders, 
journalists, the man on the street—all seg- 
ments of society are part and parcel of 
our democracy. 

Today, as two centuries ago, democracy 
is a revolutionary force. As a way of life, 
it comes alive in people who have learned 
to live together, governed by ideas and 
ideals running through the warp and 
woof of the tapestry that is America. 

The future and the prosperity and the 
glory of our nation in the years beyond 
our vision depend upon the wisdom and 
virtue we, the citizens of America, exert 
and exercise today. 

“The last result of wisdom stamps it true; 

he only earns his freedom and existence, 

who daily conquers them anew.” 15 

12 Benjamin N. Cardoza, “The Growth of the 
Law,” pp. 18-19. 

13 McCarran Act, op. cit. 


ante 

14 Senator McCarran, American Bar Journal, 

July, 1948. 

15 Goethe. 
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VOLUNTARY HEALTH INSURANCE 
IN TWO CITIES. By Odin W. Ander- 
son. Harvard University Press, Cam- 
bridge, Massachusetts, 1957. 145 pages. 
$5.00. 


Reviewer: Jesse F. Pickrell, Professor of 
Insurance, North Texas State College. 


This book is the report of the results 
from a detailed study of health insurance 
benefits and medical expenditures of a 
sample of insured families in Boston, 
Massachusetts and Birmingham, Ala- 
bama. The sample consisted of 945 fam- 
ilies enrolled by Birmingham Blue Cross- 
Blue Shield, 1183 families enrolled in 
Boston Blue Cross-Blue Shield, and 356 
families insured under group plans in 
Boston by Aetna Life Insurance Com- 
pany. The family units included all the 
members of a household who were de- 
pendent on the contract holder, whether 
they were insured or not. 

The purposes of the study are stated on 
pages 1-4, and again on page 46, to be 
as follows: (1) to examine the validity of 
the underlying assumptions of prevailing 
patterns of voluntary health insurance, 
(2) to compare the achievements of vol- 
untary health insurance with its objec- 
tives, (3) to determine the extent to 
which some benefit provisions need to be 
expanded or modified, and (4) to show 
how voluntary health insurance can pro- 
vide a stable financial base for personal 
health services. 

Concerning the first purpose of the 
study, the author concludes (page 49) 
that “voluntarv health insurance does not 


adequately cover some services and leaves 
totally uncovered other health services 
which cause financial hardship to some 
families in the nation.” It is true that 
health insurance historically has picked 
“pieces” of medical costs to insure, as 
companies have experimented with ways 
to insure expenditures which they felt 
were insurable from an economic and ad- 
ministrative standpoint. Insurance com- 
panies were naturally cautious about 
which portions of medical expenditures 
they could insure, although an examina- 
tion of recent loss ratios might indicate 
that they were not cautious enough. The 
benefit patterns that developed must be 
examined in light of the purpose of the 
original health insurance plans—to pro- 
tect the accounts receivable of hospitals 
through « prepayment budgeting system. 
The purpc¢se is still important today, and 
Blue Cross-Blue Shield plans still logi- 
cally emphasize in-hospital benefits. Com- 
mercial insurers only recently have begun 
to break away from the traditional pattern 
of benefits to provide more comprehensive 
coverage. Most of this break occurred 
since this statistical study was made late 
in 1953. 

The second purpose of the study was 
to compare the achievements of medical 
care insurance with its objectives. A 
wealth of statistical data is presented con- 
cerning average costs for various medical 
services and the extent to which these 
costs are met by insurance. While it will 
surprise no one that medical care insur- 
ance leaves substantial expenditures un- 
insured, the actual proportions of insured 
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to total expenditures are of considerable 
interest. 

The third objective of the study was 
to determine the extent to which some 
benefit provisions need to be expanded 
or modified. The study showed that sub- 
stantial portions of total medical expendi- 
tures were for dental services, drugs and 
medicines, and out-of-hospital medical 
services. The more recent vintages of 
comprehensive or major medical have 
moved into these areas, so the “inade- 
quacy” of voluntary health insurance 
available is not so acute as it was when 
the study was made. The author under- 
states the problem of rate making for new 
benefits, however, when he states on page 
54 that “there are sufficient data from this 
survey to arrive at rough approximations 
of what the costs might be assuming pres- 
ent utilization and costs and disregard- 
ing the costs of administration.” The ef- 
fect of insurance on utilization and 
administrative costs are the two most 
serious problems with respect to provid- 
ing insurance to cover drugs, medicines, 
and other out-of-hospital services. 

As might be expected, Dr. Anderson is 
unable to present strong recommendations 
on how voluntary health insurance car 
provide a stable financial base for per- 
sonal health services. He effectively dis- 
cusses (pages 54 to 57) a number of prob- 
lems connected with insurance for out-of- 
hospital services, such as (1) the balance 
between premiums and equitable utiliza- 
tion of services, (2) necessary versus “lux- 
ury” medical care, and (3) the unknown 
point at which deductibles and coinsur- 
ance strike a balance between necessary 
claim control and discouragement of 
needed medical care. 

An additional important part of the 
survey concerned opinions of insured in- 
dividuals on basic versus major medical 
coverage. Those preferring insurance for 
small expenses represented 51 per cent of 
the sample in both the Birmingham and 


Boston Blue Cross-Blue Shield plans. 
They constituted 65 per cent of the Aetna 
sample. Those preferring insurance for 
“heavy” expenses only were 38, 36, and 
22 per cent, respectively. 

The above percentages are probably not 
as significant today as they were when 
the survey was made in 1953. The insured 
individuals were given the following de- 
scription of insurance for “heavy” ex- 
penses: “Another kind skips the smaller 
expenses and pays only the larger bills, 
say, over $500, in case of a really serious 
or prolonged illness.” This description 
would signify to the insured an “each- 
illness” deductible of substantial amount. 
It is likely that present opinions of basic 
versus major medical would lean much 
more away from basic coverage if insured 
individuals were asked a question phrased 
in terms of a calendar-year deductible. 

The results of the study were organized, 
interpreted, and reported by Dr. Ander- 
son; and the study was conducted by the 
National Opinion Research Center, Uni- 
versity of Chicago. It was sponsored and 
financed by the Health Information Foun- 
dation. All should be commended for 
making this information available and for 
pointing the way for additional studies in 
this particular area. 


CONCEPTS OF ACTUARIAL SOUND- 
NESS IN PENSION PLANS. By Dor- 
rance C. Bronson. Richard D. Irwin, Inc., 
Homewood, Illinois, 1957. 183 pages. 
$4.00. 


Reviewer: Edward D. Brown, Jr., Con- 
sulting Actuary, Chicago, Illinois. 
This book is one of a series prepared 
by the Pension Research Council of the 
Wharton School of Finance and Com- 
merce at the University of Pennsylvania. 
Many millions of workers are now cov- 
ered under pension plans established in 
public and private industry and by the 
federal, state, and local governments to 
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cover public employees. A much greater 
number are covered under the Federal 
OASDI program of the Social Security 
Act. The old age security of the persons 
covered under these plans depends in 
large measure, if not entirely, on whether 
the expected benefits under these plans 
will be paid when due. It is of paramount 
importance to the fulfillment of the expec- 
tations under these plans that financial 
resources be set aside under a regular 
funding program in order that the re- 
quirements of the program be met as they 
fall due. 

Actuarial soundness is a term which 
does not lend itself to precise definition. 
Even actuaries experienced in the pension 
field do not always agree on the meaning 
of actuarial soundness. Actuarial sound- 
ness may be described as a measure of 
the ability of the pension plan under con- 
sideration to meet its obligations as they 
fall due. It is evident, therefore, that 
varying degrees of actuarial soundness 
exist when different pension plans are 
measured by the same criteria. This does 
not mean necessarily that the actuarial 
soundness of one plan is greater than an- 
other since the funding methods used may 
vary widely between plans. 

In this book the author has attempted 
to dispel the confusion and misunder- 
standing which often surrounds the con- 
cept of actuarial soundness through a 
searching analysis of the many factors 
which must be considered in arriving at a 
conclusion as to the actuarial soundness 
of a pension plan. 

In approaching the problem he de- 
scribes the actuarial background of pen- 
sion plans. This is followed with a dis- 
cussion of concepts of actuarial sound- 
ness from various viewpoints: those of 
the actuary, the accountant, the lawyer, 
organized labor, management, stockhold- 
ers, the Internal Revenue Service, and 
the individual employee. He proceeds to 
an analysis of the various actuarial as- 


sumptions and funding methods used in 
the development and administration of 
pension plans and the various funding 
mediums. The character and purposes of 
actuarial reserves and possible methods 
for measuring the degree of actuarial 
soundness are then considered. This is 
followed by a discussion of the non- 
quantitative aspects of actuarial sound- 
ness which, while less tangible than the 
previous discussion, are nevertheless real 
considerations in the essential question of 
actuarial soundness. 

One of the more important sections of 
the book deals with the present govern- 
mental relation to pension plans both at 
the state and federal level, including the 
position of the Securities and Exchange 
Commission, the National Labor Board, 
and the Internal Revenue Service. The 
recent legislation enacted in the States of 
New York, California, Connecticut, Wash- 
ington, and Wisconsin providing for regu- 
lation and supervision of pension plans is 
also considered in this section. The dis- 
cussion proceeds to the investigations 
which have been held by Congress and 
the legislative proposals which have been 
introduced, which, if enacted, would re- 
quire registration and disclosure of em- 
ployee benefit plans. The apparent trend 
toward regulation and supervision of pen- 
sion plans both at the state and federal 
level is a matter of great concern to all 
those connected with the development 
and administration of pension plans and 
may have far reaching effects on the fu- 
ture of such plans. 

Also included is a discussion of govern- 
mental pension plans, including plans es- 
tablished for public employees at the 
federal, state, and local level, as well as 
the social insurance plans, including the 
Railroad Retirement Act and the OASDI 
of the Social Security Act. The author 
points out that such plans differ from 
plans in private industry in that practi- 
cally all are contributory plans, with the 
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financing of such plans from the employ- 
er’s side dependent upon the taxing power 
of the governing body. He points out 
the argument that traditional methods of 
funding are unnecessary because of the 
taxing power of the state. This argument 
is, of course, fallacious; but since the 
financing of these plans is generally de- 
pendent upon legislative action, it be- 
comes a part of the political picture. 
Legislation which requires increased ap- 
propriations is generally politically un- 
popular and therefore will meet with con- 
siderable resistance. 

The author has made a searching analy- 
sis of the factors which contribute to 
actuarial soundness and brings into focus 
the various concepts related thereto. Of 
equal importance is his demonstration of 
what actuarial soundness is not and the 
many pitfalls which must be avoided in 
the sound planning and consideration of 
pension plans. 

This book should be required reading 
for all actuaries practicing in the pen- 
sion field and is strongly recommended to 
teachers of insurance, pension fund ad- 
ministrators, trust officers of banks, and 
others who may be interested in the 
pension field. It provides a set of analyt- 
ical criteria with which the reader can 
formulate his own definition of actuarial 
soundness. It will be of great assistance 
in appreciating the use of actuarial tech- 
niques in providing a proper basis for 
pension planning. 

The author has made a brilliant expo- 
sition of a difficult subject and is to be 
commended for a significant contribution 
to actuarial literature. This is the first at- 
tempt at a unified treatment of the prob- 
lem of actuarial soundness in the litera- 
ture of pension plans. 


RETIREMENT POLICIES UNDER SO- 
CIAL SECURITY. By Wilbur J. Cohen. 
University of California Press. Berkeley 


and Los Angeles, 1957. 13 + 105 pages. 
$3.00. 


Reviewer: Edwin E. Witte, Visiting Pro- 
fessor, Labor and Industrial Relations 
Center, Michigan State University. 

This book is not a gossipy account of 
the development of social security legisla- 
tion in the United States, nor is it an in- 
sider’s story. It is a factual, unemotional 
history, fair to everybody, including the 
people who took positions opposed to 
those of the Social Security Administra- 
tion. Nor is it an even approximately 
complete history of social security in the 
United States or even of the old age, sur- 
vivors’ and disability insurance system. 
It deals with retirement problems and 
policies, their development, and proposed 
changes. It presents factual data, financial 
and otherwise, bearing on the proposals. 
The specific subjects dealt with are the 
general story of the original Social Secur- 
ity Act and of the Social Security Act 
Amendments, how 65 was selected as the 
retirement age, proposals for reducing 
(and increasing) the retirement age, re- 
tirement because of disability, and the 
retirement test and proposed changes 
therein. The treatment of each subject is 
both historical and analytical and is of 
great value for an understanding of the 
current issues. 

This study conclusively disposes of 
several myths which have developed re- 
garding the retirement policies incorpo- 
rated in the federal old age, survivors’ 
and disability insurance system. One of 
these is that retirement at the “low” age 
of 65 was provided to get the oldsters 
out of the labor market to create employ- 
ment opportunities for younger workers. 
The fact is that the national system does 
not and never has provided for compul- 
sory retirement at 65. Instead, it permits 
retirement at that age. The actual average 
age at retirement today is close to 69. 
Nor is the Social Security Act responsi- 
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ble for the notion that 65 is the natural 
dividing line between the productive 
period of life and old age. That notion 
long antedated the Social Security Act. 
Sixty-five was the most common retire- 
ment age in the then existing industrial 
pension plans. No one at the time pro- 
posed a higher retirement age than 65, 
while many talked about 60 as the retire- 
ment age—a proposal, however, which 
was not seriously considered because the 
costs were deemed prohibitive. Nor was 
the old age insurance system designed 
to take the older workers out of employ- 
ment. In 1935, many millions of the older 
workers were out of jobs and on relief. 
The old age insurance system was de- 
signed to accord them better treatment 
than they were getting, not to take them 
out of the labor market. 

Also shown to be completely un- 
founded is the view that the existing old 
age, survivors’ and disability insurance 
system was a New Deal concoction of im- 
practical college professors and other 
visionaries. Not only did both Houses 
pass the Social Security Act of 1935 by 
overwhelming majorities of both parties, 
but insurance company executives and 
other businessmen had a large part in 
designing the old age insurance system. 
Even greater was their influence in the 
formulation and enactment of thie Social 
Security Act Amendments, which have 
materially changed the original law. No 
other group has had as great an influence 
in shaping the system as it now stands. 

Also, a not generally known fact is 
that the Chamber of Commerce of the 
United States in its declaration of policy 
in October 1944 favored adding perma- 
nent total disability benefits to the then 
existing old age and survivors’ insurance 
benefits. A few months later, the social 
security committees of the American Life 
Convention, the Life Insurance Associa- 
tion of America, and the National Asso- 
ciation of Life Underwriters took a similar 


position. While later, insurance and 
business people generally opposed dis- 
ability insurance benefits, they were 
among their earliest advocates. 

Other parts of the story are more in 
accord with generally-held beliefs. The 
essential fact is that this book accurately 
and completely tells the story of the de- 
velopment of the retirement policies in- 
corporated in the federal old age, sur- 
vivors’, and disability insurance system 
and of legislative proposals for changes in 
these policies. This history represents the 
principal part of this book and is a study 
which will not have to be redone. 

The book also sets forth what the Pro- 
fessor Cohen believes to be the reasons 
for the actions taken. These explanations 
seem plausible and, in view of the au- 
thor’s connections, can be accepted as the 
true story. 

On some subjects about which there is 
still much controversy, the book presents 
financial and other economic data beac- 
ing on the current issues, particularly cost 
estimates. Included among these subjects 
are those concerning payment of actuar- 
ially-reduced annuities to people retir- 
ing before the normal retirement age, 
payment of additional benefits to those 
who do not retire until later, differing 
proposals for benefits to permanently and 
totally disabled workers, and varying 
modifications or the complete abandon- 
ment of the retirement test. In a brief 
concluding chapter, estimates of the costs 
of the existing system in future years are 
presented. All this is valuable data for 
legislators and for others who are inter- 
ested in possible changes in the existing 
program. 

Although of limited scope, this study 
is a definitive treatment of the subjects 
with which it deals. It is easily the most 
important book thus far published among 
the University of California studies on 
Aging in an Industrial Society. 
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RETIREMENT PLAN MATHEMAT- 
ICS. By Thomas F. Crocker, Harry M. 
Sarason, Byron W. Straight and Lester H. 
Vetter. Pension Publications, 1060 South 
Broadway, Los Angeles, California, 1957. 
126 pages. $25.00. 


Reviewer: Robert E. Larson, Professor of 
Actuarial Science, University of Nebraska. 


On the page immediately preceding the 
Table of Contents, the authors describe 
the purpose of the publication as follows: 


“The purpose of “The Actuary’s Pension 
Handbook’ is to provide a broad range of 
standard reference material functionally 
arranged so that much of the pension actu- 
ary’s time and energy will be free from the 
detailed direction of clerical procedures. 

“In keeping with this purpose, the accom- 
panying text material and examples are 
intended to be used by the pension actu- 
ary as explanatory and illustrative material 
to which he may refer his assistants. The 
first few pages are elementary foundation 
material for those who have had little 


previous training or experience with this 

type of work.” 

Although the authors did not say so 
in so many words, it is apparent that Re- 
tirement Plan Mathematics is intended in 
part as an explanation of the tables in 
The Actuary’s Pension Handbook. De- 
spite the price of $25.00, the Handbook 
is widely used by pension consultants and 
life company group annuity departments. 

The Handbook consists of tables of 

actuarial functions with several combina- 
tions of rate of interest, employee turn- 
over, and salary pattern. Once the as- 
sumptions regarding these three factors 
are made, the tables in the Handbook can 
be applied to the data for an individual 
pension plan to produce the necessary 
financial figures with a minimum of arith- 
metic. 
Retirement Plan Mathematics is essen- 
tially an outline. The authors have not 
attempted to write a formal text or formal 
paper. The proofreading was casual. A 
fair share of the book is handwritten. 


In addition to providing help in using 
the Handbook, Retirement Plan Mathe- 
matics contains a description and analysis 
of different funding methods (e.g., termi- 
nal, unit credit, entry age normal, indi- 
vidual level premium) and of miscellane- 
ous benefits (e.g., optional retirement 
ages, death and disability benefits, vest- 
ing, optional annuity forms). The final 
chapter contains a useful and not too 
technical discussion of assumptions and 
the financial effects thereof. 

Although the authors have intended to 
write for the reader with little or no tech- 
nical background, it is the opinion of this 
reviewer that Retirement Plan Mathemat- 
ics would be hard to follow for anyone 
without a reasonable background in life 
insurance mathematics. In addition, this 
reviewer has a propensity to shudder at 
the implications of oversimplifying a sub- 
ject in which judgment is so important. 


UNDERWRITING CANADIAN 


‘HEALTH. By William Lougheed Asso- 


ciates, for the Canadian Chamber of 
Commerce and the Canadian Life Insur- 
ance Officers Association, Toronto, 1957. 
165 pages. 


Reviewer: Paul T. Kinney, Assistant Pro- 
fessor of Finance. University of Illinois. 

In an effort to forestall the growth 
of government-sponsored health service 
plans and to emphasize the economic and 
social costs of an extension of such govern- 
ment activity, William Lougheed Asso- 
ciates has prepared a frank polemic on 
the dangers of Underwriting Canadian 
Health. With frequent references - to 
Adam Smith and the Canadian Chamber 
of Commerce, all stops are pulled in order 
to convince the reader that Canadians are 
getting what they want via voluntary 
means and that, while welfare is admit- 
tedly good, it can be obtained only at 
the heavy sacrifice of future wealth, eco- 
nomic growth, and potential living stand- 
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ards. Thus Canadians are faced with the 
task of choosing between wealth and wel- 
fare. Such is the dilemma that is dangled 
in front of the reader throughout most 
of the Lougheed report. 

Although the book under review is a 
blast at government welfare programs 
generally, it is particularly concerned with 
Dominian Bill 320—a plan to underwrite 
approximately half the current costs of 
provincially-sponsored hospital service 
plans. The Canadian hospital plan be- 
comes effective as soon as six of the 
ten Canadian provinces sponsor hospital 
plans similar to those presently operating 
in such provinces as British Columbia and 
Saskatchewan.* 

From an editorial standpoint the Loug- 
head report deserves a favorable com- 
ment. It is readable, it discusses a vital 
topic, and the subject matter is arranged 
in a reasonable order. However it suffers 
both from a dearth of, as well as a care- 
less use of, statistical data; from too many 
references to authorities that do not sup- 
port (or directly pertain to) the partic- 
ular topic at hand; and from the undue 
influence of the author’s admitted bias 
concerning the subject discussed. 

Most of the data included in the Loug- 
heed report were derived from two 
major sources: (1) the . multi-volume 
Canadian Sickness Survey 1950-51 pre- 
pared by the Dominion Bureau of Statis- 
tics and the Department of National 
Health and Welfare (Ottowa: Queen's 
Printer, 1954) and (2) the Department 
of National Health and Welfare’s study 
of Health Care in Canada, Expenditures 
and Sources of Revenue (Ottowa: 
Queen’s Printer, 1955). 

The Lougheed study of Underwriting 
Canad'*n Health considers three major 
topics: (1) a general survey of costs and 
utilization of health resources; (2) a brief 
appraisal of three existing government- 

* Editor's Note: The plan has now (June, 
1958) become effective. 
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sponsored health service plans, including 
the British National Health Service; and 
(3) an appraisal of the long-run implica- 
tions of welfare programs, with particular 
reference to the newly-adopted Canadian 
hospital plan. Included is an excellent 
ten page summary of special value to 
those readers who want to become fami- 
liar with the conclusions of the Lougheed 
report without bothering to find out how 
well they are supported in the body of 
the text. The Lougheed report discusses 
areas for further study in one appendix 
and reprints Bill 320, the Canadian health 
plan, in another. Both appendices are 
helpful to the conscientious reader. 

The major conclusions of the Lougheed 
study in regard to costs and utilization of 
Canada’s health resources are as follows: 

1. The importance of economic barriers 
to health care is usually over-rated for 
two major reasons: (a) only a small seg- 
ment of the population is affected by 
such barriers, and (b) total expenditures 
for health care are no more than a small 
fraction of the nation’s total income; more 
is spent on tobacco and alcohol than for 
medical care. 

2. Financing health care through gov- 
ernment expenditures leads to significant 
increases both in costs and utilization of 
health services, it threatens the moral 
fiber of the community, and it unduly in- 
fluences the organization of medical re- 
sources in such a way as to increase the 
costs of health care. 

3. The rapid growth of accident and 
health insurance and Blue Cross plans 
during recent years detracts from the 
need for an expansion of government- 
sponsored health service plans. 

Relying upon “fragmentary but sugges- 
tive evidence,” the Lougheed report con- 
cludes that aside from a few “hard cases” 
the need for the Canadian hospital plan 
has been “at least somewhat exaggerated” 
(p. 35). The Lougheed study supports its 
minimization of economic barriers by 
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showing a marked inverse variance be- 
tween income levels and the hospitaliza- 
tion rates for each age group. The statis- 
tical trick is the inclusion of tuberculosis 
and accident cases which introduce a 
strong bias toward the lowest income 
group and to the 25-44 age bracket. 

This reviewer does not question the 
plausibility of the Lougheed thesis that 
the presence of either voluntary or gov- 
ernment-sponsored health service plans 
may lead to higher costs or to more in- 
tensive utilization of health resources. 
However, proof of this contention awaits 
considerably more scholarly research and 
is not forthcoming in the Lougheed re- 
port. Bold statistical inferences detract 
from the strength of the author's case. 
For instance, comparing hospitalization 
rates for Canada as a whole with rates 
for a particular group of participants in a 
Blue Cross plan is about as sound statis- 
tically as attempting to compare median 
salaries of insurance teachers to per capita 
income for the nation. 

The conclusion that such a phenomenal 
growth of voluntary coverage during the 
postwar period obviates the need for 
additional government-sponsored health 
service plans may be challenged on two 
counts. First, the phenomenal growth is 
in the number of persons having some 
form of health insurance and does not 
indicate how much of the consumer’s 
medical bill is covered by insurance bene- 
fits. Secondly, when compared to experi- 
ence in the United States, the growth in 
Canada’s voluntary insurance coverage is 
not quite so “phenomenal” after all. If 
given the opportunity, voluntary coverage 
might increase to a point where an ex- 
pansion of government-sponsored plans 
merely would amount to duplication. But 
as yet this level of voluntary coverage has 
not been attained. 

The Lougheed study of Underwriting 
Canadian Health briefly reviews the finan- 
cial experiences of two hospital service 


plans sponsored by the provinces of Brit- 
ish Columbia and Saskatchewan, in addi- 
tion to Great Britain’s National Health 
Service (NHS). Three major conclusions 
evolve from this comparison. One is that 
original estimates of operating costs un- 
der NHS were grossly understated; actual 
costs have exceeded estimates by more 
than two-and-one-half times. A second 
conclusion emphasizes the sharp increase 
in costs as well as in utilization of health 
services covered by each of the three 
plans. Third, expenditures by provinces 
in connection with the hospital service 
plans constitute a substantial portion of 
each province’s budget. The author shows 
some concern over the fact that in both 
cases current expenditures for health care 
under the provincial plans exceeded cur- 
rent outlays for education. And a ques- 
tion is raised by the author as to whether 
such expenditures could not be spent on 
more productive activities than for health 
care. 
The underestimation of costs under the 
NHS and the substantial rise in costs 
under provincial hospital service plans 
strengthen the author's view that the pub- 
lic’s demand for medical services is much 
more elastic than is commonly supposed. 
Expressive of the central theme of the 
Lougheed report is the statement that 
“there is really no limit to the volume of 
medical care that could be filtered 
through the outlets of a comprehensive 
government plan.” (p. 24) Support for 
this contention is gained by the reincarna- 
tion of Say’s Law in the form of a“... 
basic proposition that the supply of medi- 
cal services creates its own demand, [and 
that] . . . a nation could easily spend all 
its energy on health, with a corresponding 
neglect of individual enterprise and pro- 
duction which are the only primary 
sources of wealth.” (p. 22) 

The Lougheed study of Underwriting 
Canadian Health portends to be a pre- 
liminary study. This reviewer sincerely 
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hopes that the final report will include 
considerably more emphasis on the prob- 
lem of underwriting Canadian health 
than on the metaphysics of public finance. 
Where the task at hand is to brake the 
expansion of government health service 
plans, a most appropriate method of 
achieving this goal would be to draw at- 
tention to preferable alternatives. A well- 
documented study of the effects of vari- 
ous methods of financing medical care— 
both private and public—on the quality, 
quantity, and cost of health services in 
Canada would be a most welcome addi- 
tion to the final report of William Loug- 
heed Associates on Underwriting Cana- 
dian Health. 


LIFE INSURANCE. By Joseph B. Mac- 
lean. Eighth Edition. McGraw-Hill Book 
Company, Inc., New York, New York, 
1957. 558 pages. $6.50. | 


Reviewer: Raymond F. Valenti, Assistant 
Professor of Finance and Insurance, Syra- 
cuse University, Syracuse, New York. 


This is the eighth edition of a highly 
regarded text, the original edition of 
which was published in 1924. The aging 
process and the maturity and competence 
of the author are evident on every page. 
A reviewer would have to search with 
great diligence to ferret out inaccurate or 
loosely-worded statements. This tightly 
written and well organized book describes 
the principles and practices upon which 
the institution of life insurance is founded. 
Current practices are traced briefly to 
their historical origins and are then de- 
veloped logically through a changing 
legal and economic environment to their 
present status. The reader takes away a 
clear conception of the operations of the 
life insurance industry. This broad insti- 
tutional point of view is refreshing since 
so many texts take the insurance program- 
ming theme. 

The jargon of the insurance planner 


is not to be found in this book; there is 
no mention of needs, human life values, 
readjustment period income, et al. This, 
then, is not a book to be used in a course 
in the marketing of life insurance; it is 
not intended to sell insurarice or the insti- 
tution of life insurance to the reader. It 
assumes that life insurance has an ac- 
cepted and respected place in our society 
and neither has to be defended nor over- 
sold with apostolic zeal. The mature col- 
lege student and the intelligent company 
employee will find the 500-odd pages 
satisfying reading. 

Subject to the observations made in the 
preceding paragraph, this book treats all 
of the areas customarily considered in a 
standard treatise on life insurance. There 
is little material of an introductory na- 
ture in the book; in fact, the first three 
chapters carry the reader rapidly through 
fundamental principles, basic industry 
patterns, and types of insurance and annu- 
ity contracts. The chapter on mutual and 
stock companies is excellent and includes 
an eight page (pp. 23 to 31) review of 
the relative merits and cost factors of the 
two types of companies. This brief dis- 
cussion of stock versus mutual companies 
is a condensed and objective presentation 
of a recurring controversy. 

Earlier editions of this text have often 
been criticized because readers found the 
actuarial, financial, and accounting areas 
too technical. This edition shows exten- 
sive rewriting and simplifying of these 
topics. Readers lacking technical compe- 
tence in these fields can be assured that 
Maclean’s presentation can be understood 
by the layman who reads the chapters 
with care. 

The legal aspects of life insurance are 
not as fully covered as in most texts. This 
same comment can be made about group 
insurance. The entire group field is 
treated rather lightly. Little indication is 
given of the rising significance of group 
coverages and the intra-company problem 
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that this growth has created between the 
ordinary and the group departments. In 
contrast to rather thin treatment in the 
areas just mentioned, there is fine cover- 
age of underwriting, with a full chapter 
devoted to the insuring of substandard 
lives. Equally well covered is the area of 
regulation and taxation. There is an ex- 
cellent, concentrated discussion of the 
taxes payable by life companies, a highly 
controversial and significant area. The 
taxes payable on policy proceeds are also 
clearly outlined and briefly explained in a 
nine-page sequence. This concentration is 
preferable to the confusing procedure 
found in some books of making scattered 
reference throughout to the taxability of 
policy proceeds. 

The comments made above relative to 
the fullness or thinness of coverage in 
some areas are not intended to criticize 
the author. The problem of choice and of 
emphasis confronts every writer. This is 
an excellent revision of an established 


work. An innovation in this edition is the . 


inclusion of a set of review questions for 
each chapter. Certain chapters also con- 
tain a page or two of comment indicating 
how practice and regulation in Canada 
Giffers from that in this country. This text 
will be widely adopted in the college 
market, although the reviewer believes 
that the inclusion of a chapter or two on 
accident and health insurance might have 
increased its market potential. 


ECONOMIC AND SOCIAL SECURITY. 
By John G. Trumbull; C. Arthur Williams, 
Jr.; and Earl F. Cheit. The Ronald Press 
Company, New York, 1957. 539 pages, 
$6.00. 


Reviewer: Sverre I. Scheldrup, Assistant 
Professor of Economics, The Principia 
College, Elsah, Illinois. 

As the title indicates, this book deals 
not only with the field of social insurance 
and its assistance programs, but also with 


those of private insurance and substand- 
ard conditions as well. Despite the fact 
that the authors have included various 
forms of economic insecurity which arise 
out of the operation of the labor market 
(those that are job-oriented), they have 
managed to keep the length of the volume 
down to sizeable proportions by a concise 
treatment of problems, principles, and 
statistical data. They have emphasized 
the “economic approach to these prob- 
lems, and deal only in a very limited way 
with the legal, political, and social phases 
of the subject matter involved.” While the 
authors modestly disavow any great com- 
petence in the above-mentioned fields, the 
reviewer found these areas competently 
handled, especially in the chapters on 
“Problems of Substandard Conditions,” 
and “The Fair Labor Standards Act.” 
Another feature of the book is a mini- 
mum amount of statistics and tabular 
data. Only those figures which are of a 
more permanent nature are included. One 
chapter which might seem to be an ex- 
ception to this point, or perhaps a basis 
for criticism, is the one dealing with “The 
Social Security Act.” However, most of 
the figures included in this chapter are 
either of a historical nature or are neces- 
sary to illustrate the operation of the 
law. Instructors who are accustomed to 
having a more or less complete set of 
data in the text, or those who desire a 
ready reference, may feel that more sta- 
tistical information would be desirable. 
On the other hand, brevity will appeal to 
those instructors who like to refer stu- 
dents to data which may be found in any 
well-ordered library, and, at the same 
time, allow themselves greater freedom 
in varying the content of the course. 
Perhaps the most significant contribu- 
tion that the authors have made to the 
study of economic security (or insecur- 
ity) is that of including material on “sub- 
standard conditions” which are consid- 
ered to be important “job-oriented” causal 
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factors arising from the operation of the 
labor market. This is in addition to the 
conventional material on public and pri- 
vate insurance programs and their corre- 
lative types of assistances. Furthermore, 
in all of the chapters which deal with 
phases of “substandard conditions,” the 
authors have treated these from both the 
public and the private viewpoints and 
describe how the social organization has 
attempted to deal with the basic issues 
involved. 

Before the reader is introduced to the 
problems of economic insecurity and how 
society has attempted to handle them, 
the authors describe the conditions which 
give rise to these problems and define 
the terms which are used later the book. 
A useful tool in connection with the lat- 
ter is the diagrammatic outline of the 
principal economic security terms and 
their relationships presented on page 27. 

A few words should be said concerning 
the authors’ basic attitudes toward the 
problems of economic security and the 
“welfare state.” As they state in their con- 
cluding chapter (pages 505-6), “The 
focus of all preceding chapters has been 
upon the basic categories of individual 
economic insecurities in our economy, 
their causes and the methods used in 
combating them. This emphasis may tend 
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to obscure the full perspective of govern- 
ment activities in private economic af- 
fairs. It may also create an exaggerated 
picture of the rate of growth of these pro- 
grams and the impression that problems 
of economic security have been ‘solved’.” 
With reference to the aids given to busi- 
ness; “Admittedly, definitions of welfare 
or welfare state are in large measure a 
function of political disposition, but no 
matter what views one holds, the vast 
array of state services to business organi- 
zations cannot be ignored when questions 
of state interference in economic affairs 
are raised.” While the authors point out 
the great progress that has been made in 
meeting the problems of economic and 
social insecurity, they have maintained a 
high degree of balance by pointing out 
the many problems that yet remain to be 
solved before our security programs, both 
public and private, can be said to have at- 
tained a fair degree of success. While 
extreme proponents, as well as extreme 
opponents of the social security system 
will find much to criticize in the balanced 
approach of the authors, this reviewer 
feels that the authors have made a dis- 
tinct contribution to the analysis of our 
security problems, economic as well as 
social, public as well as private. 
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A SURVEY OF GROUP LIFE INSUR- 
ANCE PROGRAMS FOR ACTIVE 
AND RETIRED EMPLOYEES. By 
Laurence J. Ackerman. The Council on 
Employee Benefits, 1957. 87 pages. 


IF THERE WERE NO LOSSES—THE 
STORY OF CHUBB & SON FROM 
ITS FOUNDING IN 1882 UNTIL 
1957. By Thomas C. Chubb. Chubb & 
Son, New York, 1957. 93 pages. 


ELEMENTS AND PRACTICE OF 
MARINE INSURANCE. By Victor 
Dover. H. F. & G. Witherby, Ltd., Lon- 
don, England, 1957. 173 pages. 


FAMILY MEDICAL COSTS AND IN- 
SURANCE. By Odin W. Anderson and 
Jacob J. Feldman. McGraw-Hill Book 
Company, New York, 1956. 251 pages. 
$6.50. 


TAX USES OF LIFE INSURANCE. By 
Samuel J. Foosaner. Callaghan & Co., 
Chicago, 1957. 250 pages. $8.50. 


PRINCIPLES OF INSURANCE AND 
GOVERNMENT BENEFITS FOR 
SERVICE PERSONNEL. By Capt. 
James M. Garrett III and associates in 
Department of Social Sciences, U.S. 
Military Academy, West Point. Military 
Service Publishing Company, Harris- 
burg, Pennsylvania, 1957. 213 pages. 

LLOYD’S OF LONDON: A STUDY IN 
INDIVIDUALISM. By D. E. W. Gibb. 
St. Martin’s Press, New York, 1957. 387 
pages. $5.00. 


THE GRIM TRUTH ABOUT LIFE IN- 
SURANCE. By Ralph Hendershot. G. 
Putnam’s Sons, New York, 1957. $1.95. 


AETNA LIFE INSURANCE COM- 
PANY: ITS FIRST HUNDRED 


YEARS. By Richard Hooker, The 
Aetna Insurance Company, Hartford, 
Connecticut, 1956. 259 pages. 


BUSINESS INTERRUPTION INSUR- 
ANCE, AND EXTRA EXPENSE IN- 
SURANCE AS WRITTEN BY FIRE 
INSURANCE COMPANIES IN USS. 
AND CANADA. By Henry C. Klein. 
Rough Notes, Indianapolis, Indiana, 
1957. 324 pages. 


THE LOCAL INSURANCE AGENCY 
IN KANSAS. By Harold C. Krough 
and Frank P. Dobyns, University of 
Kansas, Bureau of Business Research, 
Lawrence, Kansas, 1957. 87 pages. 


MULTIPLE LINE INSURANCE. By G. 

_F. Michelbacher. McGraw-Hill Book 
Company, New York, 1957. 660 pages. 
$8.75. 


RISKS WE FACE: AN INTRODUC- 
TION TO PROPERTY INSURANCE. 
By Laurence J. Ackerman. National 
Board of Fire Underwriters, New York, 
1956. 130 pages. 


A MANUAL OF LIFE, ACCIDENT 
AND SICKNESS INSURANCE. By 
Henry T. Owen. Bureau of Business 
Research, University of Texas, Austin, 
1956. 80 pages. 


AMERICAN CHIMNEY SWEEPS: AN 
HISTORICAL ACCOUNT OF A 
ONCE IMPORTANT TRADE. By 
George Lewis Phillips. The Past Time 
Press, New York, 1957. 88 pages. 


GROUP DISABILITY INSURANCE. By 
Jesse Pickrell. Richard D. Irwin, Inc., 
1958. 255 pages. $5.00. 
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DEVELOPMENT OF COMPREHEN- 
SIVE INSURANCE FOR THE 
HOUSEHOLD. By John Eugene 
Pierce. Richard D. Irwin, Inc., Home- 
wood, Illinois, 1958. 435 pages. 


INLAND MARINE AND TRANSPOR- 
TATION INSURANCE. By William 
Rodda. Prentice Hall, 1958. 


HISTORY OF THE GRAND NEST OF 
THE HONORABLE ORDER OF 
THE BLUE GOOSE INTERNA- 
TIONAL. By Paul E. Rudd, compiler. 
Miller Printing Company, Asheville, 
North Carolina, 1956. 180 pages. 


MASSACHUSETTS LIFE INSURANCE 
LAW. By Harold J. Taylor. John Han- 
cock Mutual Life Insurance Company, 
Boston, Massachusetts, 1957. 284 pages. 


NORTHWESTERN MUTUAL LIFE: A 
CENTURY OF TRUSTEESHIP. By 
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Harold F. Williamson and Orange A. 
Smalley. Northwestern University 
Press, Evanston, Illinois, 1957. 369 
pages. $7.50. 


AN INTRODUCTION TO ACCIDENT 
AND HEALTH INSURANCE. By 
Taylor Publishing Company. Taylor 
Publishing Company, Indianapolis, In- 
diana. 136 pages. 


GROUP DENTAL HEALTH CARE 
PROGRAMS. American Dental Asso- 
ciation, Chicago, Illinois, 1955. 97 
pages. 


FAMILY ESTATE PLANNING GUIDE. 
By Homer I. Harris. Baker, Voorhis, 
Mount Kisco, New York, 1957. 771 


pages. 

WHY ESTATE PLANNING. By Homer 
I. Harris. Baker, Voorhis, Mount Kisco, 
New York, 1957. 96 pages. 
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ASSOCIATION BUSINESS 


Minutes of Annual Business Meeting of The American Association 


of University Teachers of Insurance 


Held on Saturday, December 28, 1957, at 2:30 p.m. in the 
Bellevue-Stratford Hotel, Philadelphia, Pennsylvania 


President Charles C. Center presided. It was voted to dispense 
with the reading of the minutes of the Annual Meeting held on 
December 27, 1956. 


President Center announced that the New York Life Insurance 
Company had made a grant of $2,500 to the Association. He ex- 
pressed the gratitude of the membership for this gift. He also 
expressed the appreciation of the membership for the continued 
financial support of The Journal of Insurance by the College Life 
Insurance Company, which will amount to about $4,000 for 1957. 


John Bickley reported on the activities of The Journal Advisory 
Committee and assured the membership that the four 1958 issues 
of The Journal will be published on time. 


The secretary reported on the meeting of the Executive Com- 
mittee held December 26. 


William Beadles stated that the members of the Executive Com- 
mittee were convinced that Association business had grown so that 
it was impossible for the Executive Committee to effectively cope 
with it in a one-day meeting. Thus the Executive Committee would 
probably meet twice next year. 


Davis Gregg stressed the desirability of the continuance of the 
International Insurance Conference which was held in Philadelphia 
at the University of Pennsylvania this year. Moreover, he pointed 
out that persons in academic life interested in insurance should 
take an active part in the Conference so the program does not 
become entirely an industry affair. He concluded that The Ameri- 
can Association of University Teachers of Insurance is an organiza- 
tion that should cooperate in the furtherance of the International 
Insurance Conference. Mr. Gregg stated that although the Whar- 
ton School initiated the first conference, it was not its intention to 
continue to sponsor that activity. He also said that the budget for 
the Conference was so sizable that it was essential to obtain the 
backing of insurance trade associations if the program were to be 
continued. 
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Harry Loman moved that a vote be taken on the following 
resolution: 


Wuereas, the First International Insurance Conference was 
held in Philadelphia in May, 1957 under the sponsorship of the 
University of Pennsylvania in celebration of the 75th Anniversary 
of the Wharton School of Finance and Commerce, which Confer- 
ence was attended by four hundred insurance leaders from the 
United States and thirty-one foreign countries, including substan- 
tial representation from The American Association of University 
Teachers of Insurance; and 


Wueneas, the response of the registrants to the program and 
other phases of the Conference was so enthusiastic that a formal 
resolution was adopted at the Closing Exercises of the Conference 
urging the Wharton School of Finance and Commerce to “desig- 
nate a committee comprised of the representatives of the five prin- 
cipal areas of the world, which shall study the possibility of giving 
a permanent character to this International Insurance Conference 
with a view to holding a meeting similar to this one from time to 
time”; and 

Wuereas, professional insurance teachers throughout the world 
could contribute greatly to the success of future international in- 
surance conferences, as well as to their own professional growth 
and development, by attending and participating in such inter- 
national gatherings; and 

Wueneas, it is believed that the purposes of this Association 
can be furthered by a closer relationship with other insurance 
groups interested in advancing insurance education on an inter- 
national plane and by broader person-to-person contacts among col- 
legiate insurance teachers of the world; 


Be Ir Tuererore Reso.ven, that The American Association of 
University Teachers of Insurance endorses the principle of in- 
tellectual intercourse among the academic and business insurance 
leaders of the world and in furtherance of such objectives offers its 
support of and active cooperation with the Wharton School of 
Finance and Commerce in the forthcoming study of the feasibility 
of international insurance conferences of an industry-wide char- 
acter. 


The motion was seconded and passed unanimously. 


The secretary announced that the 1958 meetings would be held 
in Chicago; 1959 in Washington; 1960 in New Orleans; 1961 in 
New York. The American Economic Association meetings in Chi- 
cago will be on December 27, 28, and 29. The specific dates our 
Association should meet were discussed, but no conclusion was 
reached. Also the desirability of our Association meeting in a hotel 
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by itself was discussed with a majority of the members showing a 
preference for so doing. 


President Center announced that the Western Underwriters As- 
sociation was continuing its invitation to professors teaching prop- 
erty insurance in the mid-west to spend a week with that organiza- 
tion studying the operations of the property-liability business. The 
next such program will be held in August of 1958. The person to 
contact is Walter Dithmer. 


The suggestion was made that we consider having a mid-year 
meeting of the Association. 


President Center announced that it was the policy of the As- 
sociation to give recognition to deceased members when said per- 
son had served as president of the Association or was at the time 
of death a member of the Association’s Executive Committee. 


William Howard read a tribute to Victor V. Sweeney (page 106) 
and Harry Loman read a tribute to C. Arthur Kulp (page 105). 
Both statements were approved unanimously by the membership. 


Hampton Irwin read the report of the Resolutions Committee 
which. was as follows: 


Wuenreas, The American Association of University Teachers of 
Insurance has made notable progress in the year now being con- 
cluded and culminating in this, our Twenty-fifth Annual Meeting; 
and 


Wuereas, this progress has been brought about through the 
combined efforts of many people and the generous contribution 
of individuals and agencies; now therefore 


Be it resolved, that the members of The American Association 
of University Teachers of Insurance here assembled unaniniously 
extend its appreciation and thanks; 


To Mr. Clayton G. Hale for his generous and continuing 
gift through the years which has made possible the nationally- 
recognized Elizur Wright Award; 

To The College Life Insurance Company of America for it- 
financial assistance in making possible the quarterly publication 
of The Journal of Insurance; 


To the New York Life Insurance Company for its splendid 
grant, the disbursement of which has been placed under the 
direction of the Executive Committee of The American Associa- 
tion of University Teachers of Insurance; 


To the American Mutual Insurance Alliance which was host 
at a luncheon during the Annual Meeting and to the American 
College of Life Underwriters and the American Institute for 
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Property and Liability Underwriters, Inc., as hosts at a break- 
fast for active members of the Association; 


To President Charles C. Center and the other officers of the 
Association and members of all Association committees for their 
efforts in guiding the affairs of the Association during 1957; 


To Ace Jenkinson, Chairman of the Local Arrangements 
Committee and his assistants for the superlatively fine job they 
have done in making and executing the plans for the 1957 meet- 
ing of the Association; and 

To the American Mutual Insurance Alliance, the Association 
of Casualty and Surety Companies, the Health Insurance Insti- 
tute, the Institute of Life Insurance, and the National Board of 
Fire Underwriters for the preparation and distribution of insur- 
ance policy kits to members of the Association and to others 
engaged in insurance education; and 


Be it further resolved, that where appropriate, the Secretary be 
instructed to transmit a copy of the applicable resolution showing 
appreciation of the Association. 


For the Resolutions Committee 


H. BLANCHARD,’ 
Epison L. Bowens, 
Harry J. Loman, 
Hampton H. Inwm, 
Chairman 


President Center pointed out that this had been an especially 
busy year for the Association and that all the officers had done yeo- 
man service. Moreover, he stressed the fact that the Association is 
on the threshold of greatly expanded activities and operations. 


President-Elect William Beadles introduced the officers and 
members of the Executive Committee for 1958, following which 
President Center declared the meeting adjourned. 


Kenneto W. Herrick, 
Secretary-Treasurer. 
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Minutes of the Meeting of the Executive Committee of The American Associatic 


of University Teachers of Insurance 


Held at 4:00 p.m., December 26, 1957, Bellevue-Stratford Hotel, 


Philadelphia, Pennsylvania 


Those present were Center, Beadles, McGill, Herrick, Pierce, 
Irwin, Bickley, Hedges, Mehr, and Stieglitz. Newly-elected officers 
were present but did not vote. 


The minutes of the meeting of the Executive Committee Meet- 
ing held on December 26, 1956 were approved as previously re- 
ported to the membership. 


The secretary reported that the organization was able to meet 
its financial obligations for 1957 largely as a result of financial con- 
tributions from the National Association of Independent Insurers 
and the College Life Insurance Company. The cost of publishing 
four issues of The Journal of Insurance contracted for in 1957 will 
be about $7,000, of which approximately $1,700 will come from 
dues. The deficit will be paid for by the College Life per our 
agreement with them that $4 of every $7 collected in dues is to be 
allocated to The Journal. 


During the year the American Society for Insurance Research 
merger was completed in which AAUTI had agreed to assume the 
liabilities and assets of ASIR. The net cost of this to AAUTI was 
$307.62, which was somewhat less than anticipated. 


Dr. Bickley reported on the results of the membership campaign. 
In excess of 900 letters were mailed to prospective members De- 
cember 15, and seventy had joined prior to December 25. These 
early returns were so encouraging that it was decided to continue 
the drive during 1958, especially since a substantial backlog of 
prospective members still remain to be contacted. 


The secretary reported that for the year 1957 the Association 
had 263 active members and 168 associate members. 


The secretary also reported that the amendment to adopt a 
new Constitution and By-Laws mailed to the membership Decem- 
ber 17 seemed assured of passage on the basis of returns to date. 


As chairman of the Committee of Tellers, the secretary re- 
ported the results of the election of officers for 1958 as follows: 


ASIR 


Membership 


Constitution 


Election 


Attendance 

Minutes of 

Meeting 

Financial 

Report 

; 

President William Beadles 

pe 3 First Vice President .....................Dan M. McGill 


Minutes of the Executive Committee Meeting 


Second Vice President ................4+: Edward Hedges 
Secretary-Treasurer ... Kenneth W. Herrick 
Executive Committee (2-year)............... Robert Mehr 


Races for the contested offices—second vice president and both 
executive committee members—were close, and a total of 144 active 
members cast ballots. 


William Beadles as Chairman of the Finance Committee sug- 
gested a budget for the anticipated $1,500 income from dues, ex- 
clusive of that allocated for The Journal. The proposed budget was 
approved. The Finance Committee was instructed to formulate a 
more inclusive budget. Moreover it was agreed that the true costs 
of operating the Association should be determined and plans formu- 
lated for operating AAUTI at optimum efficiency without an in- 
crease in dues but with the Association paying a more equitable 
share of its actual operating costs. 


It was agreed that the incoming president should appoint a 
business manager for The Journal whose principal function should 
be to obtain more advertising for The Journal. 


It was moved and seconded that the incoming president appoint 
an ad hoc committee to explore means of implementing institu- 
tional memberships and to report back to the Executive Committee. 


After much discussion and some minor changes, it was voted 
to adopt the report of the Elizur Wright Advisory Committee which 
establishes definite qualifications a publication must meet to be 
considered for the Elizur Wright Award. 


The report of The Journal Editorial Board was presented and 
accepted. Moreover it was agreed as a matter of policy that The 
Journal shall have prior publication rights to all papers read at the 
annual meeting, unless such rights are relinquished by the editor. 


As the editor is appointed by the Executive Committee for a 
one-year term, the editor excused himself while the subject of ap- 
pointment was discussed. John Bickley was reappointed. 


Robert Mehr submitted the report of the Research Committee 
which was accepted. Moreover, the Finance Committee was in- 
structed to see if funds can be made available for research in 
accordance with the recommendations of the Research Committee 
and to report back to the Executive Committee at an early date. 


Edward Hedges submitted the report for the Committee on 
Teaching Aids which was accepted. 


Due to the death of its committee chairman, a final report by 
the Special Committee to Consider Ways and Means of Broadening 
the Structure of Graduate Fellowships in Insurance was not avail- 
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able. This committee is to be continued with Arthur Williams as 
chairman. 


The report of the Special Committee on Insurance Company 
Fellowships was accepted. 


The New York Life Grant of $2,500 was discussed at length, and 
John Bickley showed some slides to demonstrate a possible use 
for some of this money. However, the Finance Committee was 
given the responsibility for determining the specific allocation of 
these funds with emphasis upon strengthening the administrative 
operations of the Association. 


The National Association of Independent Insurers’ proposal of 
joint sponsorship of a national essay contest or some other project 
was discussed and referred to the Finance Committee for further 
exploration with the N.A.LI. 


It was the consensus that henceforth ballots should give some 
biographical data on the candidates, and the secretary was in- 
structed to formulate a standard form for these data. 


It was decided that means of stimulating company interest in 
employing students part-time or during summers should be deter- 
mined by an ad hoc committee appointed by the incoming presi- 
dent. This committee would be instructed to work closely with the 
Summer Fellowship Committee. 


The Million Dollar Round Table’s request for advice about the 
desirability of using some of its funds to finance talks by its mem- 
bers on college campuses was discussed. Consensus was that the 
funds could possibly be used more advantageously for other pur- 
poses such as developing cases suitable for teaching classes in life 
insurance selling. The incoming president was instructed to ex- 
plore this subject more fully with the Million Dollar Round Table. 


The request of the American Society of Insurance Manage- 
ment for establishment of a joint committee to cooperate in study- 
ing possible curriculum development in the area of insurance man- 
agement was discussed. The incoming president was instructed 
to appoint a special committee to explore this subject more fully 
with ASIM. 


A resolution concerning the desirability of the AAUTI support- 
ing the International Insurance Conference was read and was 
adopted by the Executive Committee. 


It was agreed that we should formulate an established policy 
with regard to suggested cooperative ventures and tenders of 
monies by outside organizations. Moreover, it was agreed that 
long range plans should be made so that when proposals were 
received the Executive Committee could more readily determine 
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Minutes of the Executive Committee Meeting 


whether or not it was in the best interest of our Association to accept 
them; and, if acceptable, we would be able to state what we 
planned to do. The Finance Committee was instructed to develop ; 
long range plans for utilization of grants which may be forthcoming 

in the future. 


Meeting adjourned 1:00 a.m. December 27, 1957. 


Respectfully submitted, 
KENNETH W. 


Secretary-Treasurer 


| | 
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AAUTI Committee Appointments for 1958 


Budget and Finance 
Kenneth W. Herrick, Texas Christian University, Chairman 
William T. Beadles, Illinois Wesleyan University 
Charles C. Center, The University of Wisconsin 
Dan M. McGill, University of Pennsylvania 


Committee on Insurance Teaching Aids 


W. O. Bryson, Jr., Morgan State College, Chairman 
Robert Stuart Cline, of Florida 


Acis Jenkinson III, ein Company 
Richard deR Kip, "The Florida State University 
Harlan Miller, Institute of Life Insurance 
ionas E, Mittelman, University of Kansas City 
esse F. Pickrell, North Texas State College 
ene Pierce, University of Tennessee 

ymond enti, Syracuse University 
H. J. Zoffer, University of Pittsburgh 


The Elizur Wright Award Advisory Committee 
Robert I. Mehr, University of Illinois, Chairman 
Alfred N. Guertin, American Life Convention 
Malvin E. Davis, Metropolitan Life Insurance Company 
Dan M. McGill, "University of Pennsylvania 
Robert W. Osler, Rou otes Company 


3 Bureau 
be ary M. Howard, University of Florida ( Book Editor ) 


Home Office Summer Employment for Students 
James Chastain, The University of Omaha, Chairman 
Calvin H. Brainard, University of Rhode Island 
Charles Cherry, State Farm Insurance Companies 


Donald L. MacDonald, University of oo... 
Leo J. Merten, Mi State “pigs | 
Bob Oelberg, Nati Association of Independent Insurers 


Journal pee Board 
ree S. Bickley, The Ohio State University, Editor 
R. G The of 


O. D. Dickerson, Florida State University, Assistant Editor 
Philip Elkin, Temple University, Assistant Editor 
Victor Gerdes, New York University, Assistant Editor 


Walter G. Dithmer, Western Underwriters Association, Chairman 
J. J. Ahern, Illinois Institute of Technology 
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4 ie John W. Hall, Georgia State College 

e “ John Eugene Pierce, University of ee 

pies William M. Howard, University of Florida, Book Review Editor 

ee Edwin S. Overman, American Institute for Property and Liability Underwriters, Inc., 

me. Periodical Review Editor 

ma i D. Long, Indiana University, Assistant Editor 

ae . Arthur Williams, Jr University of Minnesota, Assistant Editor 

os Richard M. Heins, University of Wisconsin 

BARE Grant M. Osborn, Arizona State College 

ist oseph F. Trosper, Southern Methodist Universi 


Committee Appointments for 1958 


C. Henry Austin, Standard Oil Company 

Albert DeVroye, Millers National Insurance Company 
George D. Haskell, American Mutual Insurance Alliance 
Daniel P. Kedzie, Continental Casualty Company 


Membership Committee 
Joseph F. T , Southern Methodist University, Chairman 
W. A. pman, Life — Agency Management Association 


Victor Gerdes, New York 

Mark R. Greene, The University of Oregon 

William Harmelin, Continental Assurance 
Acis Jenkinson III, Insurance Company of N 

Paul A. Norton, New York Life Insurance Company 

Grant M. Osborn, Arizona State University 

Nestor R. Roos, University of Arizona 

Donald Scoles, University of Southern California 

Eber M. Spence, American United Life Insurance Company 
Robert W. Strain, State of Texas 


Nominations Committee 
Charles C. Center, The University of Wisconsin, Chairmoa 


Hampton H. Irwin, Wayne State Universi 
Laurence J. Ackerman, The University of t 


P C itt 
J. Edward Hedges, Indiana University, Chairman 
Stuart Cline, University of Florida 
Emerson Erb, Indiana University 
George D. Haskell, American Mutual Insurance Alliance 
Bob A. Hedges, University of Illinois 
Richard M. fieins, niversity of Wisconsin, Chairman 
Harold C. Krogh, University of Kansas . 
Edward B. Larson, Illinois Wesleyan University 
Arthur W. Mason, Jr. Washington University 
Dan M. McGill, University of Pennsylvania 
Frank J. Schwentker, University of North Carolina 


Research Committee 


Richard M. Heins, The University of Wisconsin, Chairman 
John F. Adams, Temple University 
Theodore Bakerman, University 
John $. Bickley (Ex ), The Ohio State University 
O. D. Dickerson, Florida State University 
Robert E. Larson, University of Nebraska 
William H. Rodda, Transportation Insurance Rating Bureau 
Harry j. Solberg, University of California 

F. Trosper, Southern Methodist University 

H. Wandel, Nationwide Insurance Companies 

C. Arthur Williams, Jr., University of Minnesota 


Special Committee on Insurance Company Fellowships for Insurance Teachers 
David A. Ivry, The University of Connecticut, Chairman 
Laurence J. Ackerman, The University of Connecticut 
William L. Burdick, Western Michigan College 
Otho V. Overholser, The University of Washington 
Kenneth Sharkey, Purdue University 


Valenti, Syracuse University 

H. Wherry, Pennsylvania State University 
Special Committee to Consider the Question of Institutional Memberships 
in A.A.U.T.L 


Walter G. Dithmer, Western Underwriters Association 
George D. Haskell, American Mutual Insurance Alliance 
William Leslie, National Bureau of Casualty Underwriters 


4 
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William A. Berridge, Metropolitan Life Insurance Company, Chairman BS 

Robert P. Stieglitz, New York Life Insurance Company, Secretary BS 

H. Paul Abbott, Insurance Company of North America oe 

Ralph H. Blanchard, Plympton, Massachusetts ee 
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F. Michelbacher, G American Indemnity Company 
William C. Grennough, T.I.A.A. and C.R.E.F, 
Special Committee to Consider Ways and Means of Broadening the Structure 
of Graduate a in Insurance 


. ty 
Frank J. Schwentker, University of North Carolina 


Special Committee to Work with the American Society for Insurance 
Management in the Development of Insurance Management Courses 
H. Snider, University of Pennsylvania, Chairman 
The University of Florida 
Black, Jr., Georgia State College of Business Administration 
Richard M. Heins, The University of Wisconsin 
John D. Long, Indiana University 


aps 

Dan M. McGill, University of Pex ivania 

ee 

ws 


CONSTITUTION 


The American Association of University Teachers of Insurance 


December 28, 1957 
I. NAME holds a teaching appointment in 
The name of this Association shall be The an accredited college or ver- 
American Association of University Teach- sity in the United States or 
it one or more - 
II. PURPOSES ate or undergraduate courses de- 
The purposes of the Association shall be as voted entirely to insurance (in- 
follows: cluding insurance law and actu- 
1. To promote education in insurance; arial science) or (ii) holds a re- 
2. To encourage research in the field of in. om 
insurance; ited college or university in the ' 
3. To publish such material on insuranc< United States or Canada, and who 
as may from time to time seem appro- devotes half or more of his time ) 
the general pur- to research in insurance the 
poses e Association; a ces Or su such 
4. To provide an open forum for scientific — ted co gpl may ' 
discussion of any matters relating to in- shall be eligible for membership as ' 
. To cooperate organiza i 
both American and foreign, interest egy voting member for five 
in ing insurance siecation and years immediately preceding his ' 
, retirement on account of age or 
In pursuit of its purposes, The Association disability, may retain his status 
take no position as an organization on as a voting member after retire- ‘ 
any insurance problem affecting the insur- 
ance business other than in the area of in- (b): Masemting members: All other 
surance education and research, nor will persons eligible for membership 
it be responsible for any expression of shall be eligible only as non-vot- 
opinion by any of its ssebieen, ing members. PES 
4. For any purposes other determina- 
ll. MEMBERSHIP tion of the right to vote or to hold office 
1. Any person or organization interested in the Association, further classifications 
in insurance education or research may, of membership may be established in 
by paying | the By-Laws of the Association. 
IV. EXECUTIVE COMMITTEE AND 
2. The membership shall be divided into OFFICERS 
two primary : 1. There shall be an Executive Committee 
with full authority to act in behalf of 
titled to all of the rights and privi- the Association in any matters not re- 
leges of membership, including served to the mem p in the Con- 
ifically the right to vote in any stitution or By-Laws and which are 
ection or on any question prop- necessary or incidental to effecting the 
erly brought before Association purposes of the Association. The Ex- 
and the right to hold office in the ecutive Committee shall consist of the 
Association; officers, the immediate past-president, 
(b) Non-voting members, who shall the editor of the Journal, and three 
have the rights and me es of additional members elected thereto. 
paren we See right to One of the additional members may be 
vote and to elective elected from the class of non-voting 
other than as a member of the members. 
Executive Committee in the Asso- 2. The Officers of the Association shall 
ciation. consist of President, First Vice-Presi- 
3. (a) Voting members: Any person who, dent, Second Vice-President, and Sec- 
at the time he originally applies retary-Treasurer. The First Vice-Presi- 
for membership or at the time dent shall serve as assistant to the 
he applies for reinstatement of a President and shall perform such duties 
mem ip previously lapsed, (i) as are assigned to him by the President, 
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V. STANDING COMMITTEES 


The Association shall have such standing 
committees as may be prescribed in the 
By-Laws. 


. NOMINATIONS AND ELECTIONS 
The ures for effecting nominations 
for and the conduct of elections shall 
be set forth in the By-Laws. 


. MEETINGS 

the purpose of transacting business and 

as may promote the 

SF the time and place of which 

determined as provided in the 

By-Laws. 


VII. AMENDMENTS 


1. The Constitution may be amended by 
submitting the amendment, 
signed by at least two-thirds of the 
members of the Executive 


ewe ratified and effective only if 

two-thirds of the votes received wi 

of the amendment is forwarded 

to voting members are in favor of 

such amendment. 


the proposed 

signed by at least two-thirds of the 
members of the Executive Committee 
or twenty voting members of the Asso- 
ciation, to the voting members of f the 
Association by mail. The voting mem- 
bers shall either ratify or reject the 
amendment by a written communica- 
tion to the Secretary-Treasurer of the 
Association. The amendment shall be 
deemed ratified and effective if a ma- 
jority of the votes received within three 

of the date on which the 
of the amendment is forwarded 


to 


including service as acting President 

eis le to carry out his regular duties. The 

bY. ae Second Vice-President shall serve as 

Aes Chairman of the Annual Meeting Pro- 

ee gram Committee and shall be charged 

roi with the function of organizing and ciation, to the voting members of the 
Sees directing the annual meeting. The other Association by mail. The voting mem- 
a officers shall perform the customary bers shall either ratify or reject the 
Ages A duties of such officers. Each shall be amendment by a written communica- 
"oN or elected for a term of one year and shall tion to the Secretary-Treasurer of the 

tive years in the same office. 

2. The By-Laws may be amended b 


BY-LAWS 


The American Association of University Teachers 


of Insurance 
I. CLASSES OF MEMBERS of 
1. V members of the Association recommendation e Executive 
shall be divided into two classes: Committee, be elected to honorary 
all voting members except a majority vote of the voting 
(b) Retired members, who shall com- 
prise those voting members who election of officers 
shall have been voting members Il. STANDING COMMITTEES 
for five consecutive ome preced- 1. There shall be an Executive Committee 
ing their retirement their em- as provided in Article IV (1) of the 
ers for disability or age. The Constitution. 
retary-Treasurer of the Asso- 2. There shall be a Committee on Nomi- 
ciation shall determine the ade- nations. This committee shall consist 
quacy of proof of such retirement. of at least three members, all of whom 
2. Non- members of the Association shall be voting members of the Asso- 
shall be divided into four classes: ciation, and at ieast one of whom shall 
(a) Associate members: Any person be a past-officer of the Association. The 
not eligible for ee members of this committee shall be ap- 
who (i) is or has enga ty 
in teaching classes in insurance, or proval the Executive Committee, 
(ii) has or has had as his primary os 
responsibility supervision of the ble. duties of this committee shall 
edu- be the By-Laws concern- 
cation engaged in tion ures. 
ness of insurance, or (iii) has 
or has had as major assign- nances. This committee shall consist of 
ment, actuarial, statistical, research at least three members and a majority 
or administrative duties in the field shall also be members of the Executive 
of insurance, shall be eligible for Committee. The members shall be ap- 
membership in the Association as pointed by the President. Its duties 
an associate member. shall be to study the financial needs 
(b) Student members: Any not and sources of funds of the Association 
eligible for voting mem p or and make recommendations to the Ex- 
ecutive Committee concerning financial 


accredited college or university in 4. 
States or and 

pursuing uate or 
research in a 


d shall be eligible 
ate 

as a student member. 


Association as a sustaining mem- 


the United States or Canada, l 
whose activities have contributed 
substantially to the advancement 
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There shall be an Annual Meeting Pro- 
Committee. This committee shall 


a 
rolled as a graduate student in an po " 
Chairman and such additional members . 
as the President may The 
duties of this committee Il be to ay 
assist the Second Vice-President in wh 
(c) Sustaining members: Any insurer. planning and directing the program of Fs. 
any association of insurers or of the annual meeting. i 
those engaged in the insurance 5. There shall be a committee designated ree 
business, and any business cor- as the Journal Editorial Board. This “ae 
poration or partnership with a Il consist of at least ae, 
special interest in insurance shall and shall be appointed a; 
be eligible for membership in the The Editor oe 
Journal shall serve as Chairman. 
(d) Hos bers: Any person ny 
onorary members: to tor our- we 
who is not a citizen or resident of the preparation and publication . 
Journal. It shall assist the Editor be 
performance of his duties and ‘e 
shall aid in evaluation of . 
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the contributions submitted for pub- 
lication and in determination of edi- 
torial policy. 


Ill. OTHER COMMITTEES 


The President, with the a 
Executive Committee shall 


of the 


ve the power 


and duty to appoint such other committees 


1. 


PROCEDURE 


President and for member of the Ex- 
ecutive Committee. Nominations shall 
be prepared and mailed to the voting 
members of the Association on or be- 
tions may made any group 

five or more voting members who shall 
prepare, sign, forward their addi- 
tional nomination(s) to the Secretary- 
Treasurer of the Association no later 
than November 15. The Secretary- 
Treasurer shall send ballots containing 
the original and any additional nomina- 
tions, with a return envelope addressed 
to the Secretary-Treasurer, on or before 
December 1, to all voting members 
who have paid their dues for the 


current year. 


3. All ballots to be counted must be re- 


ceived by the Secretary-Treasurer on 
or before December 18, and both the 
voter and the nominee must have paid 
their dues for the current year. The 
Executive Committee all prescri 
the method of signing and counting 
the ballots so as to keep the balloting 
secret. 


. A Committee of Tellers, consisting of 


three voting members, shall be ap- 
pointed 7 the President before De- 
cember 18. This committee shall 
receive the ballots from the Secretary- 
Treasurer, tabulate all votes and report 
the results of the election. 

If there is only one nominee for any 
office, the ballots sent by the Secretary- 
Treasurer to the members on or 


before December 1 so indicate, 
and at the annual meeting each mem- 
ber so nominated by the ttee on 


6. 


death, disability 
erwise, shall be filled 


places as may 
by the Executive Com- 
mittee. The annual meeting shall be 


Economi 
Science Associations unless this is con- 
sidered impractical by the Executive 
Committee, in which event the Execu- 
tive Committee may adcpt a more con- 
venient time and place, provided at 
least three months’ advance notice is 
ven to the entire membership of the 
tion. 
Ten voting members shall constitute a 
at annual meeting. Twenty 
members shall constitute a quorum for 
the transaction of business at other 
meetings provided sixty days’ advance 
notice of any such esting is given 
to the entire m ip of the Asso- 
ciation, 


VI. PUBLICATIONS 


1. 


3. 


The official publication of the Associa- 
tion shall be known as The Journal of 
Insurance. It shall be published at 
least once each year. More frequent 
publication shall within the discre- 
tion of the Executive Committee of the 


Association. 

The Editor of the Journal shall be ap- 
inted for a one year term by, 
subject to removal by, the Execu- 

tive Committee. 

The Editor of the Journal shall: 

(a) Collect for publication the papers 
presented at the annual meeting, 
at any interim meeting, or at any 
meeting of a regional chapter. 

(b) Invite and encourage members of 
the Association and others to con- 
tribute for publication in the Jour- 
nal articles and studies of a pro- 
fessional and scholarly character. 

(c) Supervise in all details the publi- 
cation of the Journal. 
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Lae Nominations shall be declared elected. 
All elections of officers and member 
ae if of the Executive Committee shali be 
tae determined by a plurality of votes 
cast. 

ee ae ] 7. Vacancies in the offices of the Associa- 
tion or on the Executive Committee 
which shall occur between ann 
as are necessary or desirable in carrying meetings, 
purposes Associati resignation or 

ont of te for a only until the 
te IV. ELECTIONS AND ELECTION next regu ection by a majority vote 
aes mittee, except that First Vice-Presi- 
An election of officers and one member end 
oS of the Executive Committee shall be the Second Vice-President shall succeed 
ba held each year. The term of office of the First Vice-President. 

anuary em 

is 7 til his successor is elected and qualifies. 1. Meetings of the Association shall be 
Eee The term of office of each elected mem- 

ee ber of the Executive Committee shall 

be three years, with one member to 

BS ca be elected each year. e uring the same pase and in 
Jai 2. The Committee on Nominations shall the same city as those of the American 
a make nominations for the offices of 

President, First Vice-President, Second 

ij Vice-President, Secretary-Treasurer, and 

cea member of the Executive Committee. 

er More than one nominee shall be pre- 

sented for the office of Second Vice- 

2. 

oe (d) Perform such other activities as 


termined 
of the Association. 
VII. FINANCES 
1. Annual dues shall be fixed the 
Executive Committee and be 


mem 
other class except retired or honorary 
members, nor shall dues of active mem- 
bers be greater than those of associate 
mem or sustaining members. 

The Executive Committee is authorized 
to accept such gifts and contributions 
as will in its judgment contribute to 
attainment of the objectives of the 
Association and not involve the Asso- 
ciation in any obligation to the donor. 
3. The Executive Committee is authorized 


pay the expenses of conduct- 
ing the affairs of the Association. Any 
any officer or mem- 

e expenses in- 
curred in the conduct of his office or 
work for the Association, shall require 
the recommendation of the Executive 
Committee to the membership of the 
Association and approval, in advance 
of the effective date of any compensa- 
tion, by a majority of the votes cast by 
the voting members. incur- 
red by the President and by the Secre- 
tary-Treasurer in attending the annual 


of the Association shall be 
of said 


offices unless reim to said officers 
from other sources. 

4. The Executive Committee is prohibited 
from incurring any obligations for the 
Association greater than the sum of 


tion for the remainder of the fiscal 
year at the time such obligations are 
under consideration. 


VIII. REGIONAL CHAPTERS 
Regional chapters may be created upon 
ai val by two thirds of the members of 
the Executive Committee of the Associa- 
tion. The creation and operation of regional 
chapters shall be subject to the following 
tions: 
1. A petition to create a regional chapter, 
signed by at least twenty-five mem 
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of the Association who are residents of 
on by whom at least 

een shall voting members, shall 
be submitted to the Executive Com- 
mittee for approval. 
Only members of the Association whose 
dues to the Association are paid shall 
be eligible for membership in, or to 
sign a petition for the creation of, a 
regional chapter. 
Membership in a regional shall 


area of any proposed regional cha 


an existing regional chapter. 


. At least one meeting with a formal pro- 


gram shall be held each year by each 
regional chapter at a time which shall 
not conflict with or detract from at- 


thirty days in advance of such meeting. 


. The Executive Committee of the Asso- 


ciation, upon request from the officers 
of a regional chapter that a meeting 
of such chapter not be held in a given 
year, may waive the requirement when 
in its elect the reasons for failure 
to hold such a meeting are without 
fault of the regional pen ee or its 
officers. Failure to hold an annual 
meeting without a waiver as provided 
above shall result in automatic dissolu- 
tion of the chapter. 


. A detailed report of each meeting of a 


regional chapter shall be submitted to 
the Executive Committee of the Asso- 
ciation within thirty fs after the 


report 
-. to the attendance and financing of 


pter. 


be Papers delivered at a meeting of a re- 


gional + oy shall not be published 

separately by or for the chapter, but 

shall be submitted within thirty da 
tor of The 


sponsored 
an agency that has retained and 
not relinquish prior publication rights, 


assisted in the performance of 53, 
these functions by the Journal Edi- . 
torial Board and such associate and 4 
assistant editors as may be oP : 
pointed by the President with Bs 
advice of the Editor. : 
4. Other publications on insurance and 2. A 
related subjects may be issued in such | 
form and at such times as may be de- a 
3. 
maintained at a minimum leve ; 
shall voting members. to 
billed for the calendar year. Dues may maintain this minimum mem owe 
be fixed at different amounts for mem- shall result in automatic dinolution : 
mem Pp may ivided. 4. The geographic area from which mem- : 
members may be, and y may Sy bership in a regional chapter may be 4 
bers shall be, exempted from pay- derived shall be determined by state, | 
ment of dues. In no case shall dues territorial or provincial boundaries. The 7 
fixed at a higher amount for student fn 
5. The right to vote and to hold office ‘ 
in a regional chapter shall be subject 
to the same conditions as are set forth | 
for the members of the Association. i 
 tendance at the meeting of 
Association. Notice of any meeting of a 
to incur and the Secretary-Treasurer to regicnal chapter hali be given to j = 
icer and member of the Executive “ 
Committee of the Association at least it 
the uncommitted funds on hand a oo 
the estimated income of the Associa- neh 
to any gifts or subsidies to the regional ae 
ournal ot Insurance which shall have a 
prior publication rights, except in the ae 
case of papers which are the product cs 


be ific as to the papers on which 
The Journal of Insurance has not been 
given publication rights and the rea- 
sons therefor. There shall be no obli- 
pu any paper to which it may have 
Publication Fights. 
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sons prior agreement wi 

es officers of the regional chapter are to 

teas of the meeting submitted to the Execu- same conditions and 
So ake tive Committee of the Association shall those set forth for the 

= 

Se upon its dissolution, become the prop- 
eyed erty of the Association. 
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HISTORICAL NOTE 


The Birth of A.A.U.T.1.* 


The meeting was called to order by 
Frank G. Dickinson, acting as Chairman 
in the absence of Ralph H. Blanchard. 
The Chairman read the report of the 
Committee on the Constitution which 
Professor S. S. Huebner had appointed 
at the insurance session of the American 
Economic and American Statistical Asso- 
ciations held in Washington, D.C., De- 
cember 29, 1931. The members of this 
committee were: 


A. H. Mowbray, 

S. H. Nerlove, 

Robert Riegel, 

Frank G. Dickinson, 

Ralph H. Blanchard, Chairman. 


After considerable discussion regarding 
the various articles in the Constitution, 
several changes were made in the draft 
presented by the committee and it was 
unanimously adopted in its present form. 

Mr. Dickinson traced the history of the 
movement to form this organization stat- 
ing that in May, 1931 he persuaded Pro- 
fessor E. L. Bogart, then President of the 
A.E.A., to have a round table on insurance 
at the meeting in Washington late in the 
year. While arranging this program, Mr. 
Dickinson sounded out the sentiments of 
more than one hundred teachers of insur- 
ance in the various colleges about organiz- 
ing a new society. The replies to a circular 
letter (see below), dated at Urbana, 
Illinois, May 21, 1931, indicated a general 
desire for such an organization. 

Mr. Dickinson requested Professor S. S. 
Huebner to serve as chairman of the In- 
surance Round Table at Washington. Mr. 


Dickinson was unable to attend this meet- 
ing of the A.E.A. and A.S.A. Professor 
Huebner sounded out the opinion of those 
present and appointed the aforemen- 
tioned committee on the constitution. 

Before the Cincinnati meeting in 1932, 
Mr. Dickinson again sent a circular letter 
(see below) announcing the program and 
the luncheon meeting. The response was 
very satisfactory. 

The Chairman,. Frank G. Dickinson, 
after recounting this brief history, stated 
that he had already appointed a nominat- 
ing committee composed of David Mc- 
Cahan and Corliss L. Parry. Dr. McCahan 
reported the following names for the 
several offices. 


President—S. S. Huebner, University of 
Pennsylvania 
Vice President—Ralph H. Blanchard, 
Columbia University 
Secretary-Treasurer—Frank G. Dickin- 
son, University of Illinois 
Executive Committee: 
A. H. Mowbray, University of Cali- 
fornia, for three years 
S. H. Nerlove, University of Chicago, 
for two years 
Corliss L. Parry, Metropolitan Life 
Insurance Company, for one year 


The report of the nominating commit- 
tee was accepted and these persons were 


* Editor's Note: This Historical Note, includ- 
ing the first Constitution of The American Asso- 
ciation of University Teachers of Insurance is 
being included in this issue as none of the ma- 
terial has been published before. The historical 
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declared elected. Professor Huebner took 
the chair. 

Mr. Klamon moved that the officers 
should constitute the program committee. 
Motion seconded by Mr. Kulp and passed. 

Lengthy discussion followed regarding 
the annual fees which is limited to $5.00 
by the Constitution. The suggested fees 
or dues ranged from $1.00 to $5.00. Fin- 
ally the amount suggested to the Execu- 
tive Committee was $3.00 and this fee 
was collected from the following persons 
who are charter members. 


1. S. S. Huebner 


ad 


. Bowers 
. Odebrecht 


L 

L 

L. 

H. Nerlove 
M 

E 
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Mr. Nerlove moved that a vote of 
thanks be given to Mr. Dickinson for his 
labor in bringing this group together and 
arranging the programs for the 1931 and 
1932 round tables. Mr. Kulp seconded 
the motion, which was passed. 

Mr. Dickinson expressed his personal 
appreciation of the cooperation of Mr. 
Blanchard and moved that a vote of 
thanks be given to him. Mr. Nerlove 
seconded the motion which was passed. 

The ensuing discussion bore on the 
problems of recruiting new members; a 
morning, noon luncheon and afternoon 
meeting on the second day of the 1933 
meeting; mimeographing the papers given 
in the morning session at Cincinnati; the 
high quality of these papers; the possi- 
bility of interesting a considerable num- 
ber of insurance teachers in the law and 
mathematics departments; and the im- 
portance of our historic action. 

Meeting adjourned at 2:30 p.m. 

By Frank G. Dickinson, Secretary 


: 
= 
2. A. Kulp 
vid McCahan 
Frank G. Dickinson 
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UNIVERSITY OF ILLINOIS 


411 Commerce Building 
May 21, 1931 


Dear Sir: 


Would you be interested in having the American Economic Association devote a 
round-table discussion to the subject of insurance? 


I have been talking with Professor E. L. Bogart, president of the American Eco- 
nomic Association, relative to the establishment of such a section. The convention meets 
in Washington, December 28-30, and the morning of Tuesday, December 29 or lunch- 
eon, Tuesday, have been suggested as the best time for such a meeting. 


Would you be interested in attending such a meeting? Do you think you could 
come? As you know the teachers of insurance have never had any special representa- 
tion in the programs although our problems merit such consideration. Perhaps out of 
this session might come a permanent organization of teachers of insurance. 


Professor Bogart and I are of the opinion that a session on life insurance would 
be the best phase of the insurance business to discuss. Among the subjects suggested 
are: 


Policy Loans During the Depression of 1930-31, Insurance Investments During 
the Depression of 1930-31; Newspaper Insurance Policies; Should New Mortality 
Tables by Adopted for Legal Reserves? 


What subject would you suggest that would be of interest te you? Kindly write 
me at your earliest convenience. I shall send out another letter about thirty days 
before the convention but must know now if there is sufficient interest to justify the 
American Economic Association giving us a luncheon meeting, «+ least. 

Yours very ‘ruly, 
Frank G. Dickinson 
Assistant Professor of 
Insurance and Statistics 


FGD:McB 
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UNIVERSITY OF ILLINOIS 


Professors of Insurance 
Departments of Commerce, Mathematics and Law 


Dear Sirs: 


. Knowing no better way to reach the group of professors teaching insurance courses 
in our colleges and universities, I am addressing this form letter in blank. I desire to 
call your attention to the round table on insurance, a joint session of the American 
Economic Association and American Statistical Association, to be held at 10 a.m., 
Wednesday, December 28, in Cincinnati, Ohio probably at the Netherland-Plaza Hotel. 
The program is as follows: 


The Record of Insurance During the Depression 
Investment Experience: 


Life Companies; E. L. Bowers, Ohio State University 
Fire and Casualty Companies; C. A. Kulp, University of Pennsylvania 


Underwriting Experience: 
Life Companies; David McCahan, University of P 


ennsylvania 
Fire and Casualty Companies; Gustav F. Michelbacher, Vice President, Great 
American Indemnity Co. 


Discussion: 


F. E. Wolfe, Proctor & Gamble 
S. H. Nerlove, University of Chicago 
Corliss Parry, Metropolitan Life Insurance Co. 


We shall have a luncheon at noon following our round table discussion on the 
record of insurance during the depression. At that time Professor Ralph H. Blanchard 
of Columbia University will report the recommendations of his committee regarding the 
proposed constitution and by-laws of “The National Association of University Insurance 
Teachers.” This committee was appointed by Professor Huebner at our insurance 
session in Washington last year. 


Please write me as chairman of the session concerning your reservation and your 
reaction to this proposal of organizing the insurance teachers into an association. After 
December 22, address me at Cincinnati, care of Netherland-Plaza Hotel. 


Yours very truly, 
Frank G. DIcKInson 


FGD:McB 
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CONSTITUTION ADOPTED BY THE AMERICAN ASSOCIATION OF 
UNIVERSITY TEACHERS OF INSURANCE 


I, NAME 
The name of this Association shall be The 
American Association of University Teach- 
ers of Insurance. 


Il, PURPOSES 
A. Promotion of insurance education. 
B. ment of research in the in- 
surance field. 
C. To provide an open forum for scientific 
discussion of all kinds of insurance. 


D. Publication of such material as may 
from time to time seem appropriate in 
forwarding the general 


purposes of the 

or- 


Ill. MEMBERSHIP 


Guests may be invited to participate in 
the deliberations or to be present at 


IV. OFFICERS 


Vil. 


for a two-year term, and for a 
three-year term. 

MEETINGS 

M shall be held annually on the 


considered by the Executive 
Committee, ich may adopt a more con- 
venient place of meeting. 


Fre 


E 


te annual dues of the members, ex- 
Sat ty of Gs 


December 28, 1932 
1. No President nor Vice President 

shall serve more than two consecu- 

tive years. 
D. The three additional members of the 5 

Executive Committee shall be elected By 

at the annual meetings, and shall serve * 

three years. 
1. At the first election of members of *! 
the Executive Committee one shall 
be chosen for a one-year term, one 3 
1. The association will take no position V. ; 
as an organization on the expression : 

of opinion of any one of its mem- same dates as are adopted by the Ameri- 
can Economic Association and/or the : 

American Statistical Association for their ¥ 

held in the same place as those of the ; 
American Economic Association and/or Z 
the American Statistical Association unless 2 

part, in insurance education. : : 
F. Cooperation with similar organizations ‘ 
in foreign countries. 
A. Any teacher holding, or who has held, A. 
an_ appointment in an institution of af ot the 
devoted entirely te B. Twenty shall 
including insurance law and actuarial ers transaction £2: 
— be eligible for member- of business at other than annual meet- us 
ship in the Association. Questions of ings. are 

itt 
ech e xecutive Ommittee. The dues shall be by 
the Executive Committee and shall be . 
eg of the Executive Committee. be more than $5. te 

the recommend” honorary Vill. EXPENSES 5 
for election at any A. The Association shall the neces- 
meeting. 

A. Officers of the Association shall be a oe 
President, Vice President and Secre- ye, 
tary-Treasurer, each to perform the : 
customary duties of such offices. i 

B. There shall be an Executive Committee : 
consisting of the officers and three addi- ma 
tional members. annual expens¢ excess of the aggre- = 

C. The officers shall be elected at the an- 3 
nual meeting, each to serve one year. '¢ 
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IX. The constitution and/or by-laws may be tive members. 
amended by two-thirds vote of those pres- 
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Arthur Kulp 
1895-1957 


On August 20, 1957 The American As- 
sociation of University Teachers of Insur- 
ance lost one of its most faithful and 
distinguished members. On that day, C. 
Arthur Kulp, Professor of Insurance and 
Dean of the Wharton School passed away. 

Dr. Kulp was a native of the state of 
Pennsylvania and a son of the University 
of Pennsylvania, from which he received 
the degrees of B.S. in Econ., M.A., and 
Ph.D. 

His college teaching career started in 
the Economics Department of the Whar- 
ton School in 1919. In 1920 he transferred 
to the Insurance Department where he 
served as Instructor, Assistant Professor, 
Professor, and Department Chairman. In 
1955 he was appointed Dean of the Whar- 
ton School. 

Arthur Kulp was the scholarly ideal. 
Through books, articles, and teaching he 
constantly contributed to the development 
of his areas of specialization, namely, 
casualty insurance and social imsurance. 
His research and writings are models of 
penetrating analysis and reasoning. His 
texts and teachings have stimulated and 
stretched the minds of thousands in non- 
academic as well as academic circles. His 
breadth and depth of knowledge con- 
stantly amazed even his intimate friends. 
His facility to coordinate this knowledge 
and to focus it directly and effectively on 
the solution to the most complicated prob- 
lems was awesome to observe. On count- 
less occasions he served the public inter- 


est at the national and state levels, usually 
as a consultant to such organizations as 
The Railroad Retirement Board, the Fed- 
eral Social Security Administration, the 
United States Department of Labor, and 
various state committees and commis- 
sions. 

His talents seemed limitless. He was a 
most capable administrator who knew 
how to formulate and implement his plans 
with imagination and directness. He 
made courageous decisions, but only after 
thorough examination of the facts and 
with full consideration for the persons 
affected. With all this, Arthur was a per- 
son of deep humility and never sought 
honors or glory for himself, 

Twenty-five years ago, Dr. Kulp was 
one of the co-founders of The American 
Association of University Teachers of In- 
surance. Thereafter his membership in 
the Association was truly active. The As- 
sociation continuously had the benefit of 
his counsel; help, and guidance; he served 
on many of its committees, participated in 
many of the programs, was its President 
in 1946-47, and constantly worked to in- 
crease its strength and prestige. 

Be it therefore resolved, that the mem- 
bers of the Association record their deep 
sorrow at the passing of their friend and 
fellow member, C. Arthur Kulp, and that 
this resolution be spread upon the min- 
utes of this meeting and a copy sent to 
his sons. 
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IN MEMORIAM 


Victor V. Sweeney 
1897-1957 


The members of The American Associa- 
‘tion of University Teachers of Insurance 


record with deep sorrow the death on 


‘July 19, 1957 of Victor V. Sweeney, Pro- 
‘fessor of Insurance at the University of 


Florida, and a member of the Executive 
Committee of the Association for 1957. 


* Shortly after his graduation from the 
‘Wharton School of Finance and Com- 


merce in 1923, Professor Sweeney became 
associated with the Travelers Insurance 
Company. He continued his formal stud- 


‘ies through evening courses and received 


the Master of Arts degree from the Whar- 


ton School in 1938. He remained with 


the Travelers Insurance Company, except 
for military leave during World War II, 
‘until 1947, rising to the position of Assist- 


‘ant Manager of the Philadelphia office. 


He was awarded the C.P.C.U. designation 


‘in 1952 and the C.L.U. designation in 


1955, being among the earliest to eons 
both - designations. 
Professor Sweeney served with the U. s. 


‘Army in France in World War I, was 


wounded in action, and was awarded the 
Purple Heart. During World War II he 
served in the U. S. Naval Reserve as a 
Lieutenant Commander. 

In 1947 Professor Sweeney joined the 
faculty of the University of Florida where 
he remained, with the exception of one 
year spent as Visiting Professor at the 
University of California at Los Angeles, 
until his death. Through his skillful teach- 
ing, competent scholarship, service to the 
teaching profession and the insurance in- 
dustry, and through his warm friendship 
and wise counsel, Professor Sweeney con- 
tributed much to the advancement of in- 
surance education. 

Be it therefore resolved, that the mem- 
bers of The American Association of Uni- 
versity Teachers of Insurance record their 
deep sorrow at the passing of their friend 
and fellow member, Victor V. Sweeney, 
and that this resolution be spread upon 
the minutes of this meeting and a copy 
sent to his family. 
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PROCEEDINGS 


The Secretary has a limited number 
of Volumes 4-20 of this Journal 
available while they last for 25c each 


May be obtained ON APPROVAL! 


* Loose Leaf Service 
* Revised Twice A Year 
* Always Up To Date 


-WERBEL'S 


Generar Insurance Guive 


HANDY REFERENCE GUIDE 
FOR NEW YORK STATE AND CPCU EXAMS 


MR. WERBEL received the 1951 AWARD 


dered in the field of insurance education. PUBLISHING COM 


COST $15 221 Hempsteed Tpke., 
W. Hempstead 1.!., N.Y. 
Each Semi-annucl Revision $5.50 . IVanhoe 1-8484 


: 
% 

Order the Copies you wish. Those avail- “ 

able will be sent together with a statement. D: 
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A NEW GENERAL INSURANCE TEXTBOOK ... 
PROPERTY AND CASUALTY INSURANCE 


A Guide Book for Agents and Brokers—by Philip Gordis 


Covers all branches of the business except life insurance. Explains 
clearly and weg & the purposes of the policy and the needs for the 
coverage—what rovisions mean, and why they are necessary; 
examples whenever 


Philip Gordis learned how to write this book through many years 
of practical insurance work in the toughest competitive market in 
the country; through constant study and, most of all, from the thou- 
sands of students who have studied under him to prepare for the 
New York state license examinations for agents and brokers. All 
information is checked against laws, rules and regulations of ALL 
STATES, and variations noted. 


This is really seven books in one: Fire and Allied Lines, Inland and 
Ocean Marine, Crime Coverages, ry and Surety Bonds, Liability 
Insurance, Automobile, and Other Classes of Insurance. 


Cloth bound, 546 pages, completely indexed, 6” x 9” $7.50 


GUIDEBOOKS TO GENERAL INSURANCE 


Supplemental Assignment and Source 
Reference Material — Pocket Encyclopedias 


AGENT’S FIRE INSURANCE GUIDE : $2.00 
AGENT'S CASUALTY GUIDE, BY GEE __ $2.00 
AGENT’S AUTOMOBILE GUIDE, BY GEE $2.00 
AGENT’S BONDING GUIDE, BY GEE $2.00 


Complete Set — $6.50 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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GUIDE T0 
ACCIDENT & SICKNESS INSURANCE 


Supplementary text for “Principles” or the basic “Life” 
A brief text including all the latest developments in the 
A & S field. Particularly timely today when the number 
of new companies entering this branch of the business 
makes desirable fuller treatment of it in “Principles” or 
“Life” courses. Thorough index; glossary of terms; ques- 
168 pp. Paper bound: $2. Cloth bound: $3. 
Claims; Meclal and Cooperative, Regulation; His. 


GUIDE TO LIFE INSURANCE 


by R. W. OSLER, The Rough Notes Co. 
and C. C. ROBINSON 


Su text for . Condensed 
reading for Economics. 


Wholesale, ; Types Govt. Pension 
Plans; Uses of Life I ; The I stry. 


THE INSURANCE SALESMAN 


Monthly Life — A & S Journal 
R. W. OSLER, Editor 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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oe one by R. W. OSLER, The Rough Notes Co. 
(Co-author, “Modern Life 
Elizur Wright Award winner ) 
An up-to-the-minute authority in concise, rapid 
style. Invaluable for sup assignment and col- 
207 pp. Cloth bound: $2.50 £ 
of all the Life and A & S business journals, 
with ove twice as many subscribers as 
: _ journal in its field requiring direct payment of su _— 
scriptions. Gives student practical view of the Life 
Insurance business, acquaints him with current prob- 
lems and trends. 
Annual subscription rate: $3. ¥ 
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Are your staff benefits keeping pace? 


1. Does your retirement plan 
offer protection against inflation 
that occurs during retirement? 

2. Does your medical expense 
plan provide benefits to meet truly 
catastrophic expenses? 

3. Are your staff members 
assured a reasonable income if 
total, long-term disability strikes? 


TEACHERS INSURANCE AND ANNUITY ASSOCIATION 
OF AMERICA 


622 Fifth Avenue 
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A modern, well-rounded staff benefit 
program can play a key role in 
attracting and keeping a top-flight 
fessional staff. Your Association, 
is the non-profit, legal reserve 
life insurance company founded by 
Carnegie organizations to provide 
insured plans to meet the needs 
of educators. 
ent schools are eligible. 


York 36, Ni 
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New York Life 


PRESENTS 


Visual Aids for 
College Classes 


3 motion pictures produced especially 
for use by insurance teachers. 


TAILOR-MADE DOLLARS 


A realistic narrative explaining the operation 
of a Planned Security Program 


Running time: 40 minutes—16 mm. sound flim 


STRICTLY BUSINESS 
classroom edition 

A personalized story describing business insurance 

and what it can mean to a partnership 


Running time: 40 minutes—16 mm. sound flim 


FROM EVERY MOUNTAINSIDE 


an institutional fllm—in Technicolor 
A comprehensive view of life insurance at work—for 
the individual, his family and the national economy. 


Running time: 30 minutes—16 mm. & 35 mm. sound flim 


Mr. Robert P. Stieglitz, C.L.U. 
Assistant Vice President in charge of College Relations 
New York Life Insurance Company 
51 Madison Avenue, New York 10, N. Y. 
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Important Books from the 
McGRAW-HILL INSURANCE SERIES 


PENSIONS 
By JAMES A. HAMILTON and DORRANCE C. BRONSON, both of the 
Wyatt Co., Washington, D.C. Ready for Fall Classes 
A text and reference book on the practical application oy alamo 
in nontechnical language understandable to st with rth ile or no 
background. The benefits of pension plans are covered, as as — 
cost, and various methods of organization. A topics 
—— Group Annuities; Negotiated Pension Plans; and Trends 


MULTIPLE-LINE INSURANCE 
By G. F. MICHELBACHER, formerly President, Great American Indemnity 
Co. 643 pages, $8.75 


recent as prob governmental regulation; and 


JOSEPH B. MACLEAN, formerly with the Mutual Life Insurance Co. of 
NY. New Eighth Edition. 675 pages, $6.75 


With much of the technical material simplified and condensed in this revised editi 

in 

carriers are covered. It has been a standard text in its field for 30 years. 


ESSENTIALS OF INSURANCE LAW 


Edition. 539 pages, $7.50 


surance law in its relations with the insurance business. The major legal 1 problems 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 
330 West 42nd Street New York 36, N. Y. 
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MODERN LIFE INSURANCE, Revised Edition 


by ROBERT I. MEHR, University of Illinois, and R. W. 
OSLER, Editor of Life Insurance Publications, The Rough 
Notes Company 


A balanced text focusing on all phases of life insurance— 
from technical and legal aspects, through an understandable 
analysis of every type of policy. “Modern Life Insurance 
is a comprehensive text covering both life and A & S, in- 
tended primarily for college insurance courses but consti- 
tuting also an excellent reference book for the life insurance 
man. It is unique in that it is the first text to treat A & S 
right along with life, and the chapters on programming 
are the first text presentation of the integrated programming 
of life and A & S. These chapters reach into a new area of 
financial planning for clients that is it: advance of anything 
else that has appeared.” The W eekly Underwriter 

1956, 747 pages, $6.90 


THE ECONOMICS OF REAL PROPERTY 


by RALPH TURVEY, University of London 


Applying economic theory to the subject of land economics, 
the author concentrates on a specialized phase of real es- 
tate economics — real estate valuation. Part I discusses the 
working of the price mechanism in the property market; 
Part II covers property taxation and various aspects of state 
intervention in the use of property. 

1957, 150 pages, $3.00 


MANAGEMENT PRINCIPLES AND PRACTICES 


by DALTON E. McFARLAND, Michigan State University 


An analytical survey of all phases of management, this text 
incorporates important new research in the social science 
and human relations field. Pertinent case material drawn 
from actual business situations makes this a practical, real- 
istic text for introductory courses in management. 

1958, 612 pages, $6.95 (text edition) 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11, N. Y. 
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Insurance Teachers and Students.... 
Write on the Blackboard in Large Letters... . 


INSURANCE BUYER'S Guzde 


A Brand New Monthly Newsletter Devoted to the 
Education and Problems of the Man Who Pays the Premium 


This Newsletter written by impartial insurance buyers will keep 
both teachers and students in the field of insurance education or 
training right up-to-date with the manner in which the busy com- 
pany executive can secure the best possible coverage of the risks 
to which his company is exposed, at the most advantageous pre- 


mium. 


Bring INSURANCE BUYER’S GUIDE to the classroom — by 


entering a year’s subscription NOW at the price of only $20.00 
per year. 


CALLAGHAN & COMPANY 


6141 NORTH CICERO AVE. CHICAGO 46, ILLINOIS 


One of the Nation's Oldest Law Publishers 


Merely complete and return the handy coupon provided below. 


Callaghan & Company 
6141 North Cicero Avenue Date. 
Chicago 46, Illinois 


Please enter my order for a one year's subscription to: 


INSURANCE BUYER'S GUIDE...... $20.00 
(issued monthly) 
Signature. 
Institution. Room 
Address. 
City. Zone State 
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